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FINANCIALHIGHLIGHTS

A message from Simon Breakwell,
our new Chief Executive Officer

Trading revenue

£959m

2017: £940m

Trading EBITDA

£391Im

2017: £403m

As | write to our shareholders, | am very conscious of what a difficult year

Profit before tax from continuing operations

£141m

2017:£100m

it has been for you and | deeply regret what many of you have had to go
through. However, at the same time, | am convinced that the AAisina
stronger position now. \We have acknowledged our weaknesses and have
been realistic about our strengths and, as a result, have been able to define
amore sustainable future.

Free cash flow to equity

(E5m)

2017:£97m

There is much to commend in the way in which the AA responded following
the departure of our former Executive Chairman. The AA’s people responded
by simply getting on with their jobs. | have received huge supportin
undertaking a rigorous review of the business and in developing the new
strategy. As we have commenced making the very substantial changes
needed, the commitment of our people to renewing this great organisation

Net debt

£2.7bn

2017:£2.7bn

has beeninspiring.

It was not an immediate decision for me to take on this role. | began as Acting
CEOQ, fully expecting to hand over to a new permanent CEO in time. However,
as | deepened my understanding of the wonderful company that is the AA,

| decided to take on the permanent role when it was offered to me. | was

Continuing adjusted basic EPS

21.8p

2017:21.3p

very struck by the ethos of our people, front line and back office, and their
commitment to our cause. | was also inspired from the perspective of
my tech background by the potential for modernising the AA.

Our new strategy will put service, innovation and data at the heart of the AA.
We want, once again, to ensure our members, policy holders and customers

Continuing basic EPS

18.2p

2017:12.2p

get something beyond breakdown cover and that they benefit from their
membership. Our values capture the way in which we will deliver this: care
and courtesy, expertise, collaboration and dynamism really do sum up our
approachtoall we do.

| look forward with excitement to creating a better AA. This is the time to

Interest cover

2.8x

2017:2.6x

make the AA relevant and sustainable in what it represents for its members
and customers. This annual report sets out our thinking on what we can
achieve and how we planto doiit.

Totalannounced dividend per share

op

A

Simon Breakwell
Chief Executive Officer

2017:9p
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We have strong fundamentals upon which to build
a better AA and deliver sustainable returns

A highly trusted commercial brand
The AA has one of the most widely
recognised and trusted brandsin the
UK, building on more than 110 years
of service and innovation.

Market leadership

The AAis by far the largest roadside
assistance provider with approximately
40% share of the UK consumer market
and ¢.65% share of the business-to-
business (B2B) market. While our share
inInsurance is small, our brand is the
most highly considered for motor
insurance.

Opportunity for digital transformation
We are at the forefront of digital
development in our sector with the
potential to transform the services

we deliver and the experience our
members and customers receive.

High barriers to entry

Our deployment system, people
and scale combined with the high
start-up costs required to operate
an efficient national roadside service
pose significant barriers to entry.

Highrecurring revenue

Our personal members are loyal with
astable retention rate of 82% and
average tenure of 12 years.

Strong cash generation

The majority of our customers pay for
our services in advance so that virtually
all of our profits convert to operating
cash flow.

Excellent standards of service delivery
We have more patrols than our
competitors, with excellent training,
equipment and technology providing
the UK’s premium roadside

assistance service.

Unlocking the full potential of the AA
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We willdeliver targeted and strategicinvestment in our people, our products, our
systems and operations, building on the solid foundation that ourinvestments have
created since the IPO. The focus of the new strategy is to:

1 2 3 4

Innovate and grow Acceleratethe Improve the efficiency, Create a culture capable
Roadside, developing growth of predictability and of delivering excellent
ourconnected car Insurance resilience of Roadside performance and
positioning executing the strategy

AND DATA AT THE HEART OF THE

= PUTTING SERVICE, INNOVATION
AAP14

With the additionalinvestment, Trading EBITDA expectations are 12 % to 14% lower
for FY19; however, despite this, we expect to remain cash generative in FY19.
Thisinvestment provides a strong base for future growth in both profits and cash
generation. Our financial strategy remains to reduce the cost of borrowing and
to de-lever with an overall target of lowering our leverage to between three and four
times over the mediumto long term.

As aresult of the investment, and the operation of the dividend gating covenant

associated with our borrowings, the Board has changed its policy on dividends,

proposing to pay 2p per share per year from FY19 until such time as it is satisfied
that the profit and free cash flow enable a change in policy.

READ MORE ON
FINANCIAL
REVIEW P27
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Chairman’s statement

Committed to good governance principles

We acknowledge and regret that shareholders have had
avery difficult year and that you - and the Company itself
- deserve better. We believe we are now in a position to
build abetter AA.

lam delighted that Simon Breakwell has taken over as
CEO. Heis already leading this great Company into a new
era, building on whatis good and changing what is not.
He also has the background and experience to develop
our digital positioning and, in particular, to lead the
redesign and re-engineering needed for our emergent
connected car products and services.

This has been a challenging year for the Board in which
we had no choice but to take decisive action toremove
our former Executive Chairman, Bob Mackenzie, for gross
misconduct. We see it as a positive development that we
now have a normalboard structure and are delighted that
Cathryn Riley hasjoined it,adding expertise and strength.

We believe the new strategy is theright one. Itisan
evolution of the previous strategy, but with a simplified
focus, strong leadership and a supportive culture,

we believe that, at last, we have what we need to
deliver our strategy.

JohnLeach
Chairman

Our performance and the strategic review

While these results are in line with our guidance,
they demonstrate the challenges we face.
Trading EBITDA is down compared with last
year because we could not achieve the growth
inrevenue without additional cost. In a nutshell,
thisis the challenge our new strategy addresses.

However, the AA has the fundamental strengths
whichits brand and market leadership give it.

In combination with the investments made since
the IPO, these give us strong foundations on
which to build our new strategy.

Roadside has demonstrated these fundamental
strengths. We grew new business once again
and maintained member retention despite the
pressures we faced. The use of the app has
gone from strength to strength, and Car Genie,
our first step into connected car technology,
was launched in August 2017. Insurance has
demonstrated its ability to grow with the
support of ourin-house underwriter.

When Simon took over as CEO on 25 September
2017, he began arigorous review of the business
which resulted in the strategy presented to

the markets on 21 February 2018.

We considered two options:

We could have continued on the track we were
onin Roadside. To achieve growth we would
increasingly have relied on price increases as
wellas reductionsininvestment in marketing,
IT and the membership proposition. Without
investmentin Insurance, we could not grow that
business either. While membership, insurance
policies and profitability would have been
relatively stable initially, over time they would
have declined.

The other option, the one the Board selected,
was toinvestinthe three key drivers of future
growth - service, innovation and data. Our plan
will deliver growth in Roadside and accelerate
growthinInsurance. To enable this, we will
create a more resilient organisation with a
high-performance culture that can deliver
excellent and efficient service. This is fully
explained in the strategy section on pages
12to17.
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The Board

On1August 2017, Bob Mackenzie was removed
from his role as Executive Chairman, his other
roles as adirector, and employee of the Group,
for gross misconduct.

Simon Breakwell’s appointment, initially as
interim CEQ, expedited the splitin the roles of
CEO and Chairman which was already our stated
intention. | became Chairman, relinquishing

the role of Senior Independent Director (SID)
which I'had held since 13 November 2014 and
which Andrew Blowers took over.

Simon, who joined the AAin September 2014
as aNon-Executive Director, stepped down
from his previous Committee roles once he
became an Executive Director.

Cathryn Riley was appointed a Non-Executive
Director on 28 February 2018. Cathryn was
previously Chair of our insurance broker,

AA Insurance Services Limited (AAISL) and we
will continue to benefit from her wide-ranging
experience which coversinsurance, customer
services, IT, operations and humanresources.

The appointment of Cathryn Riley has
increased the size of the Board, but until
additional non-executive directors are
appointed, my involvementis required on
several committees, including Audit which
| will leave as soon as they are appropriately
resourced and there has been a smooth
handover.

The Board roles are now as follows:

>lremain Chair of the Nomination Committee
and a member of the Risk, Remuneration and
Audit Committees

> Simon Breakwell is our Chief Executive Officer

> Martin Clarke continues as Chief Financial
Officer

> Andrew Blowers is the new SID and is Chair
of the Risk Committee and a member of the
Audit and Nomination Committees

> Suzi Williams is Chair of the Remuneration
Committee andis also on the Nomination
and Risk Committees

> Andrew Miller will retire from the Board at the
AGM on 7 June 2018 but continues until then
as Chair of the Audit Committee and member
of the Riskand Remuneration Committees.
We thank him for his contribution and support

> CathrynRiley isa member of the Risk Committee

Our Company Secretary, Mark Millar, has
chosen to return to private legal practice and
steps down on 17 April 2018. Martin Clarke
willhold the role however, Mark Millar will
continue to support us, until our new Company
Secretary, Nadia Hoosen, joins us from TalkTalk
inthe summer.

Itisimportant that the Board’s achievements
during the year are not overshadowed by the
removal of Bob Mackenzie. A strong governance
framework is requisite for the delivery of the new
strategy and | shall continue to provide advice
and oversight on governance.

We conducted our first external Board evaluation
during the second half of 2017. It was undertaken
by Condign Board Consulting, which concluded
that the Board and the Committees were
operating effectively and that the separation of
the CEO’s and Chairman’s roles had produced
immediate improvements. For further details

of the evaluation process and action plan see
page 58.

Remuneration

When Simon became CEO, he vacated the Chair
of the Remuneration Committee which has been
taken on by Suzi Williams. As we have recovered
the MVP shares held by the former Executive
Chairman, we move from the legacy scheme to
use our more typical Performance Share Plan
and more usual PLC remuneration structures.

Dividend

As announced in February, the Board has
changedits policy ondividends as a result
of the investment associated with the new
strategy and the operation of the dividend
gating covenant under the Whole Business
Securitisation (WBS) debt structure.

We propose a dividend of 2p per share
peryear from FY19, until such time as the
Board s satisfied that the profitand free
cash flow enable a further changein policy.

Inview of this, the Board is recommending a
final dividend in respect of FY18 of 1.4p per
share, subject to approval atthe AGM on 8 June.
Added to the interim dividend already paid,
recommended total dividends for FY18 are

5p pershare.

We currently expect the dividend in respect of
FY19 to be split 0.6p per share for the interim and
1.4p per share for the final.

Our culture -and our thanks

The AAisawonderfulcompany and | urge you
to read the comments from our Employee
Award winners on pages 20 to 21to geta sense
of the energy and enthusiasm with which our
people do theirjobs. This is despite very poor
employee engagement levels, which we have
ascertained from the first employee survey for
many years.

We have made employee engagement a key
performance measure for our leaders and we
expectto see animprovement.

| thank allthe AA teams for their work this year,
ayear which has been as difficult for us as it has
been for our shareholders, and in which we
made extra demands on everyone to work
harder. They did and we deeply appreciate it.

Meeting shareholders

We fully recognise that the relationships with
our shareholders are critical to successful
governance and as Chairman | continue the

role | had as SID as key point of contact for
shareholders. We are grateful to those who

have engaged with us and we will continue to
conduct meetings to enable major shareholders
to meet members of our Board and the Company
Secretary. lalso encourage shareholders to
attend the Annual General Meeting. In addition,
Andrew Blowers, our new SID, and | offer an
openinvitation to our shareholders to contact
us. Please do so through the Company Secretary
or Investor Relations.

A

JohnLeach
Chairman

ssauisng JnQ

30UBWIONRd INO

DOUBUIBAOL)

SJUBWL]S JelouRUlS



4 AA plc Annual Report and Accounts 2018

At-a-glance

What we do

In line with our new strategy, we have altered our segmental reporting. Roadside
Assistance and Driving Services are now shown together as Roadside. Insurance
Services, which includes Financial Services, and Insurance Underwriting are
now combined as Insurance. We are allocating head office costs to these two
divisions. A reconciliation between old and new reporting is provided on page 26.

New divisions Previous divisions
TRADING REVENUE (Em) TRADING EBITDA (Em) TRADING REVENUE (£m) TRADING EBITDA before Head Office
costs (Em)
a ’ 12 1
814 320 747 345
Roadside @ Insurance Roadside @ Insurance @ Driving Insurance
Assistance Services Services Underwriting

INSURANCE

We are the UK’s leading provider of roadside assistance, with The AA’s insurance broker focuses primarily on motor and home
approximately 2,900 patrols attending an average of around policies, operating a diverse panel of underwriters including
10,000 breakdowns daily. Driving Services comprises our ourin-house underwriter. It includes our Financial Services
market-leading driving schools AA Driving Schooland BSM, partnership with the Bank of Ireland and our Home Emergency
and DriveTech, the market leader in driver education including Services business which we have sold. We launched our in-house
Driver Awareness courses which are offered by police forces. underwriter in January 2016 and underwrite both motor and home

policies, reinsuring 80% of the risk.

Trading revenue Personalmembers Drivinginstructors Trading revenue Insurance policies Financial Services products
£814m  3.3m 2,742 £145m 14m 142,000
2017: £809m 2017:3.3m 2017:2,607 2017: £131m 2017:1.5m 2017:100,000

Trading EBITDA Business customers DriveTechpolicecontracts  Trading EBITDA Underwritten policies

£320m 9.9m 1 £71m 407,000

2017: £337m 2017:10.0m 2017:1 2017: £66m 2017:140,000

READ MORE READ MORE
BUSINESS PERFORMANCE BUSINESS PERFORMANCE
P24-25 P24-25
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Our business model

The UK’s pre-eminent membership
services organisation

Our business relies on critical inputs which we manage and deploy based
onthe strategy of the business. These are underpinned by our core values.

CRITICALINPUTS VALUES

>People »Courtesy

>Brand »Care

> Intellectual »Expertise
property >Dynamism
and data »Collaboration

» Technology

»Financial
resources

OURSTRATEGY

1

Innovate and grow
Roadside, developing
our connected car
positioning

FIND OUT MORE ON
P12

2

Accelerate the growth
of Insurance

BUSINESS AREAS

Roadside

s

Insurance

a

OUTPUTS

Shareholders

Total shareholder returns
including dividends

»Earnings per share 18.2p

» Totalannounced dividends
per share 5.0p

Customers and society
»Premium membership

organisation
»Job creation
»Taxrevenue

3

Improve the efficiency,
predictability and
resilience of Roadside

4

Create a culture capable
of delivering excellent
performance and
executing the strategy
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Ourbusiness model
continued

WHAT WE DO AND HOW WE COMPETE

Roadside

Personal membership

We provide breakdown cover for our
consumer members. Vehicle-based
policies cover only a specific vehicle and
personal memberships cover one or more
individuals, including families, regardless
ofthe vehicle.

Competitive landscape

The roadside recovery market continues
to grow as the car parc expands but it
is relatively mature and competitive.
The sectoris dominated by three major
players, of which the AAis the largest.
Our competitive advantage is based on
quality of service, brand consideration,
distribution platform as well as digital
capability. New trends are emerging
which the AAis well placed to take
advantage of, givenits leading market
position, its technology and our early
stepsin connected car development.

The AAisthe market leader with

Business to business

For our 10 million business (B2B)
customers, breakdown cover is provided by
manufacturers for new cars for an average
of two years, by banks for premium

added value account holders (AVAs),

or by managers of fleets and vehicle

leasing companies. However, the service

is delivered by the AA. The majority of

these are pay-for-use contracts.

Competitive landscape

The business-to-business roadside
assistance market earns lower margins
but, as these contracts are sophisticated
in their specification, barriers to entry
are high and our leading position is
based on our high service levels and
ability toinnovate.

The AA has approximately 65% of the
manufacturer segment, over 60%

of the UK’s largest fleet and leasing
companies and around half of the

s

Driving services

We have integrated our driving schools
and DriveTech business into Roadside.
The driving schools business offers
franchises to qualified driving instructors
under the AA Driving School and British
School of Motoring (BSM) brands.

The DriveTech business offers training
for occupational drivers and drivers who
have committed driving offences.

Competitive landscape

The UK driving schools market is highly
competitive and fragmented, but we
have approximately 10% of this market.
Our main competitors are Red and

Bill Plant.

Inrelation to the DriveTech business, the
AA has strong positions in both fleet and
police markets. Our main competitorin this
marketis TTC. Inthe fleet market the AAis
market leader and has a range of smaller
competitors who compete primarily on

approximately 40% of the consumer banking AVA segment. price.
market, followed by RAC and Green Flag.

" Revenue model Revenue model Revenue model

w Consumer Roadside Assistance fees B2B fees are either set per breakdown The AAand BSMdriving schools’ revenue

b are principally paid through annual or or per vehicle. The average tenure of the derives from franchise fees from instructors

= monthly subscriptions. Additional contracts varies ranging from three to foruse of branded cars and the AA’s

0 revenue is available from cross-selling five years. booking system. The cars are funded by

,:'_: (sell?ng therservices)orup—selling We are working on a number of the AA under.afinarjc_e lease arrgngement.

§ (selling h.lgher value products developments with our manufacturer We also provide training for driving

S and services). partners and expect to generate additional ~ Instructors.

% Performanceindicators revenue from providing new services and In rela_tlon to ‘th DrlveTech busme_ss,

- : our technicalknow-how to enablethemto  ourdrivertraining services are delivered
Paid personal members improve their offering. under long-term service contracts.
3.3m(FY17:3.3m)

- Performanceindicators Performanceindicators

Averageincome per member

£157(FY17:£158) Business customers Franchised driving instructors
9.93m (FY17:9.98m) 2,742 (FY17:2,607)
Average income per customer
£20(FY17: £20)

Number of breakdowns attended 3.7m (FY17: 3.6m)

Roadside Assistanceis a discretionary Roadside Assistance is provided with We actively manage our risks through

2 product for consumers, however our sales warranties for new vehicles, leased vehicles  our Risk Management Framework.

2 processis regulated as it is bought by and fleets. Itis provided as part of benefits Within driving schools, this covers the

g consumersasinsurance. We activelymanage  packages for banks’ Added Value Account following areas:

o risk through our Risk Management Framework  holders. We actively manage risk through - -

S which covers the following areas: our Risk Management Framework which >Customer satisfaction levels

[T] coversthe following areas: iti i

% > Member satisfaction levels and good . v Egrr: pg&;}c:g eSS P

<Z: member outcomes > Partner satisfaction levels P

> Changes to regulatory and fiscal
environment

> Competition from lower priced
competitors

> Information security, cyber crime and
datamanagement

Find out more
onP24

> Competition

> Information security, cyber crime and
data management

Find out more
onP24

> Information security, cyber crime and
data management

Find out more
onP24
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Insurance

Broking

The AA’sinsurance broking business serves
both personalmembers and non-members
selling primarily motor and home insurance.
These policies are underwritten by panels
of underwriters, including the AA’s in-house
underwriter.

Competitive landscape

Insurance brokers compete largely on

the price of premiums. This is particularly
true of the 70% of motor insurance sales
made through price comparison websites
(PCWs). While our brand consideration is
highestin motorinsurance, price dominates
and we have turned around our motor
policy book as a result of ourimproved

price competitiveness.

Inhome insurance PCWs are less dominant
in part because home specifications vary
more and home insurance s less expensive
than motor which reduces churn.

We are a small player in the motor and
home market but have plans to grow.
Our competitorsinclude Admiral,
Hastings and Direct Line Group.

Underwriting

The AA’sin-house underwriter launched
motor policies in January 2016 followed

by home policies in August 2016. As part
of the AA Group, we utilise our extensive
proprietary data as appropriate to hone
our pricing. This enables us to price more
competitively which supports the broker ‘s
ability to win more business. We are

now underwriting 36.5% of our motor
broker policies.

Our underwriter has grown rapidly and is
in profit with a combined operating ratio
(COR) below (and therefore ahead of)
ourtarget of 95%.

Competitive landscape

Underwriters compete primarily on
price. The combined operating ratios in
this underwriting market are just under
100% (thus earning single digit margins)
and the integrated model means that
our underwriter drives our higher
broker volumes.

Financial Services

We launched our partnership with the
Bank of Ireland in 2015 to provide savings,
loans, credit cards and mortgages ona
matched-book basis. We have seen strong
growthin our personalloan book, driven
by the relevancy of the AA for consumers
using loans to purchase cars. Our credit
card products have been more challenged,
duetotheloss of interchange feesand a
very competitive market driving very long
0% interest promotional periods.

Competitive landscape

The combination of the AA’s brand and
distribution platform and the Bank of
Ireland’s expertise in service delivery gives
our partnership a competitive advantage.
We expect to grow our book over the life
of this ten-year agreement with the Bank
of Ireland.

Our main competitors are Virgin Money,
Tesco and the High Street Banks.

Revenue model

Asaninsurance broker, the AAacts as
an intermediary between those seeking
insurance cover and the insurance
underwriters. The AA earns commission
at the point of sale, from ancillaries and
fromrenewals.

Performanceindicators

Revenue model

The underwriter retains 20% of gross
written premiums before coinsurance and
reinsurance. The in-house underwriter

is required to maintain certain levels of
solvency capitaland as at 31January 2018,
ours was approximately £15m.

Performanceindicators

Total motorand home policies
1.4m (FY17:1.5m)

Policies underwritten
407,000 (FY17:140,000)

Average income per motorand home policy
£74 (FY17:£70)

Revenue model

Investment into the partnership to drive
growthis ongoing. When the partnership
starts generating profits, these will be
shared 50/50.

Performance indicators

Financial Services products
142,000 (FY17:100,000)

Broking is regulated. We manage our risk
through our Risk Management Framework
which covers:

Underwriting is regulated. We manage
ourrisk through our Risk Management
Framework which covers:

> Customer satisfaction levels and good
customer outcomes

> Changes to regulatory and tax
environment

> Changes to regulatory and tax
environment

> Information security, cyber crime
and data management

> Competition from PCWs

> Solvency capital

> Information security, cyber crime
and data management

Find out more
onP25

Find out more
onP25

The financial services business is subject to
regulation. The Bank of Ireland undertakes
the principal regulated activities.

Find out more
onP25

()
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o
Market context

The opportunities presented
by the emerging trends in
roadside assistance K

Sinceitsinceptionin 1905, the AA has innovated and been
at the forefront of providing the UK consumer with a reliable, . T
trusted, premium roadside assistance service. Today we lead Improving reliability

both the consumer and business roadside assistance markets. As cars become more reliable, will customers

. be less likely to buy roadside assistance cover,
The AA has addressed and embraced the many mechanical, thereby graséua“yfendermg T VAR o e

economic and technological innovations in the automotive assistance business obsolete?
sector over the years, evolving without compromising its
commitment to service excellence and core values.

Our culture has had to be dynamic to enable patrols to

Emerging trend

Where we see the opportunity
> We welcome the increasing reliability of cars.

use their personal expertise, supported by innovative However, the number of breakdowns hasbeen
developments and equipment, to deliver courteous relatively stable over the last decade with a

service with care for the member or business customer slightincrease in the last two years. The decline
and their vehicle. Itis this approach which has helped in mechanical breakdowns has been more than

offset by the increase in the number related to

the AA ’Fo remain resilient through the economic cycles maintenance andionelconaitoreR |t
and which provides the platform for our new strategy. and batteries represent about 1/3rd of total
In addition to technological change over the past quarter it
of a century, we have seen the growth of lower-margin >We have beeniinnovat iCilce=In oyt

. . . the shiftin breakdowns, ensuring we have
operators, aggressively offering lower service levels and the capability to provide excellent service
relying on third-party service providers. Third-party service whatever the problem. Our battery-testing
is not AA branded and is less capable of delivering the high kitand universal spare wheel have increased
roadside repair rates and levels of customer satisfaction our repair rates while reducing repair times.
that our patrols do. Our focus on service levels has x\éi;?;saot; g:;&iﬂgiﬁ;g?nctfjéigﬁ;
underpinned our market leadership in both consumer services to ensure amore personal response.

and business markets. >We are investing in additional patrolsandin

We believe that by remaining true to our values and ourcall lce”tlresoto ”ij‘,p,rto‘l’e thJ][ fes”_ie”l‘?‘z and
embracing technological change, we can continue to Zirr\gg‘; N e'%’('o?mppfo\f’g i e——
operate at thg premium end of the market and re;hape and customers’ experience.

the A.A as a. digitally-led road5|d¢ aS.SIStance SerVIC.:e >We believe that our investmentin connected
provider with a strong and growing insurance business. car, including Car Genie, will enable us to

We have identified below a number of trends emerging in E?Zgﬁo}fﬁf frg'g?éfzi:zl’t’htg i?[f&’;?;_

the roads'ide assistance market that we are often asked and helping members to manage their cars’
about by investors. conditions and costs.

We are confident that these trends represent opportunities
forthe AA. By leveraging our brand, scale, partnerships
and our digital positioning, we can play a leading role in the
developments in the automotive sector.
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Emerging trend
Connected car

Original Equipment Manufacturers (OEMs) are
increasingly including the capability of fault
reporting in vehicles. Is there a risk therefore
thatthe AA becomes disintermediated, lowering
the demand for breakdown assistance service

if OEMs’ customers go direct to them?

Where we see the opportunity

> The AA will continue to proactively build
relationships with OEMs, improving our
offering so that we can continue to provide a
critical service which they cannot provide
themselves - we are trusted by more than
13 million car owners to deliver roadside
assistance.

> As we develop our connected car product,
we are working closely with OEMs to ensure
that they benefit from what we can offer.
Thisincludes technical support from our
broad experience across the market and
accessing their connected car feeds to be able
to address faults that are better serviced by us.
We believe our participationin connected car
leads to an enhancement of the value the AA
provides OEMs and that we can become
apartner of choice for them.

> Our experience since the launch of Car Genie
in August 2017, demonstrates the potential
to predict up to one third of breakdowns.
Such digital products will, in combination
with our app which is achieving significant
engagement, create a powerful digital
platform. The app has attracted interest from
our B2B partners and we are exploring ways
of sharing our digital products with them.
We believe this approach willappeal strongly
to younger customer segments and we also
expecttobe able to use telematics data to
lowerinsurance premiums.

- HKGSMY) A

-

AA AT Genie

Predict. Prevent. Protect

Emerging trend

Electric vehicles

Electric vehicles (EVs) are more reliable
and as theirnumbers increase, willthe AA
lose relevance?

Where we see the opportunity

> Whilst EVs are more reliable than petrol
and diesel cars, they still suffer from
non-mechanical breakdowns including those
related to tyres and batteries. Our experience
isthat EVs have greater wear and tear on
tyres than traditional cars, due to their
greater weight.

> We will continue to invest in providing our
patrols with the latest technology to enable
them to diagnose and repair specific EV faults.
Our exclusive partnership with Chargemaster,
the biggest supplier of charging pointsinthe
UK, who are also the owners of the Polar card
whichis used for accessing these, gives us a

significant competitive advantage in this market.

Emerging trend
Car pooling

Car sharing via online platforms, either from
professional operators or on a private,
peer-to-peer basis, is becoming more popular.
Could this lead to margin dilution as fewer
consumer members take breakdown cover?

Where we see the opportunity

> We have considerable experience in workingin
partnership with fleet and leasing companies.
They value the services we provide to their
customers and we will develop the specific
services to cater for these markets.

> Atthe same time, we are clarifying and
enriching the benefits of being a personal
member of the AA so we have a suitable
proposition to maintain members under
alternative ownership models.

> We are looking at the opportunities for specific
services for non-owner drivers where the
benefit of membershipis less vehicle-related
and more personal.

Emerging trend

Autonomous vehicles

The development of autonomous vehicles
(AVs)is fuelled by expectations of safer travel.
Are there concerns that this will lead to fewer
breakdowns and lower levels of individual
ownership, generating an eventual shift to the
lower-margin B2B model?

Where we see the opportunity

> We are encouraged by the growth of the AV
market which represents another opportunity
forinnovationin our business, albeit far-off and
subject to the removal of significant barriers.
Inthe interim we will continue to engage
positively with the industry, our business
partners and Government to ensure we stay
ahead of the technology. We expect this
ultimately to offer additional services, including
technical assistance, to realise additional
revenue streams.
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)
Market context

Developing scaleina
competitive insurance
landscape

Insurance has been an integral part of the AA since 1967.
The insurance market has become highly competitive
and we have lost our once dominant position in motor
insurance broking. This is due to a combination of historic
under-investment, a short-term focus on profitability,
and the growth of PCWs.

Over the last 10 years the proportion of motor sales
from PCWs has increased to 70%, driving competition
based on price, ensuring only the most adept and agile
businesses outperform. At the same time there has
been regulatory change.

We have invested to increase our competitiveness,

both in the creation of our in-house underwriter and in
putting Insurance Hosted Pricing (IHP) technology into
our panel. This has returned the broker’s motor policy
book to growth and we expect to use the same approach
in our home insurance book.

Insurance is at the core of the membership proposition
we are developing. Our new strategy focuses on how
we offer more to our customers and accelerate growth.
We believe the AA has the strengths and strategy to

address the trends in the market and compete effectively.

Emerging trend

Claims and premium inflation

2017 was another year of price inflation across
the market, driven by increasing claims costs
andincreases in Insurance Premium Tax (IPT).
Are you worried about the impact of this on
your business and plans for growth given the
competitive nature of the market?

Where we see the opportunity

> Price inflation drives churn which affects the
whole market; however, as we are improving
our price competitiveness and have plans to
grow, this churn provides us with opportunity.

> While our cost base is highly efficient, our plans
factorin managingitas we grow.

> The AA currently provides motorinsurance for
approximately 9% of its roadside members.
Ourinvestmentin IHP for the brokers’ panel
members and the ability of ourin-house
underwriter to leverage our proprietary dataon
roadside members has already turned around
our motor book and is expected to drive further
growth both within the existing member
base as well as through diversification into
never-members.

> We have now been underwriting home
insurance for over a year and are now planning
to improve our pricing capabilities through the
implementation of IHP with some of our home
panelmembers. Over the next few years, this
investment is expected to arrest the decline
inthe home policy book and thenreturnit
to growth.
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Emerging trend

Investment for scale

To develop scale and accelerate growth,
additionalinvestment will be requiredin
technology and solvency capital. How can
the AA grow its small share of the motor and
home insurance markets?

Where we see the opportunity

> Our plans build on our leading brand
consideration, valuable data and distribution
platform. With our strong cash generation,
we can continue to fund the additional
levels of investment and policy acquisition
costs required to grow the brokerand
the underwriter.

>We have plans for systems investments within
our own business to drive efficiency. Our plans
to continue to put IHP into our panel members
should improve our pricing agility and drive
growthin future years.

>In addition, we willgrow the underwriter.
This will require solvency capital of
approximately £50m, half of which will be
funded frominternally generated cash,
which s available, and half from the profits
of the underwriter.

> By ensuring our pricing agility through IHP,
greater efficiency through better internal
systems, and continued growth in our
underwriter, we believe we can over time
achieve aturnaround in the home book
and accelerate growth in the motor book.

Emerging trend

Increasing application
of technology

Canthe AA participate in new technology which
has the power to create feature-rich insurance
apps and systems that can analyse vastamounts
of data? Given the quantum of confidential
information involved, is the AA putting more
investmentinto cyber security?

Where we see the opportunity

>The AAis embracing this technological change
and capitalising on our leading brand position.
Our proprietary data on roadside members
gives us adistinct advantage compared to
other underwriters in respect of current
members and ex-members. We share some
of this data with our other panel members
which supports the growth of our broker.

> Additionalinvestmentsin IHP as wellasin
connected car, will give us real-time pricing
capabilities and additional data on the car
and the driver to enable us to apply technology
and price more competitively.

>We are alert to the cyber security risks and
managing them closely.

Emerging trend

Increasing regulation
and legislation

Insurance regulation has continued to evolve.
How are you dealing with the risks? Do you
envisage any limitations from the right to use
datafor profiling following the General Data
Protection Regulation (GDPR) changes?

Where we see the opportunity

> We continue to engage positively and
proactively with the Financial Conduct
Authority (FCA) and Government on the range
of issues the insurance sector is dealing with.

> Ondata protection, we are ensuring our
positionis robustand commercialin view of
new GDPR legislation and have invested in
people, including a new data protection officer,
and technology to manage our risks better.

> We are making sure marketing channels and
permissions are used effectively without
intrusion to our members. Many membership
benefits are covered under the provision
for legitimate interest allowing us to make
members aware of related products and
services deemed beneficial to them.
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Chief Executive’s strategic review

Unlocking the full potential of the AA

I believe that we can unlock

the potential of this great
company. With theright
strategy, theright level of
investment, the right leadership
and theright culture we will put
service back atthe core ofallwe
do, take fulladvantage of the
data we have for the benefit of
our customers, andinnovate to
take the business to the next
level. This will deliver brilliant
products and services for our
customers and good returns for
shareholders and bondholders.

Simon Breakwell

This year’s financial performanceisin line with
the guidance we gave at the interim results in
September 2017, despite challenging weather
conditions. This was just seven weeks after
Itook over as Acting CEO and it was then that
Itook over as permanent CEO.

limmediately started from scratch to look at
what | believed this business could deliver and
what it would need to do so. This represented
avery concentrated effort from the entire
team and resulted in the strategy update

on 21February 2018.

Building on strong foundations

Our new strategy builds on two critical things,
first the fundamental strengths of this business
andits brand, and secondly, on the good work
that has been done since the IPO.

We are building on the strong fundamentals
ofthebusiness

> High recurring revenues and significant
cash generation

> Ahighly regarded and trusted commercial brand

> Clear leadership in the stable roadside
assistance market

YHigh levels of retention and loyalty among
our personal members

> Strong market position in Roadside
> High brand consideration in Insurance
> An experienced and dedicated workforce

Trading EBITDA was £391m, in line with our
guidance. The 3% decline compared to

last year was due to the reduction in Roadside
Trading EBITDA, reflecting the higher costs from
third party garaging due to workload peaks and
the higher number of breakdowns attended.
The 8% increase in Insurance Trading EBITDA
reflects the improved performance of both the
underwriter and the broker. Head Office costs,
which have now been allocated to segments,
were flat during the year. Group Trading EBITDA
margin reduced from 42.9% to 40.8% as aresult
of the lower profitability in Roadside.

Operating profit before exceptionalitems
decreased by 4% to £304m, principally due
tothe reductionin Trading EBITDA and the
increase inamortisation and depreciation
reflecting the recent investmentin
transformation capital expenditure.

Chief Executive Officer Results in line with expectations Exceptional operating items were lower at
- . - £3mincome (2017: £32m cost), including
Trading Revenue grew 2% to £959m, driven £24m relating to business transformation
principally by the strong performance of costs and £27m impairment of goodwill offset
Insurance, both our Underwriter and Insurance by a £6m gain on the disposal of the home
broker, as wellas Roadside. Driving Services, emergency services consumer business, a
which is now within Roadside, was broadly flat. one-off pension past service credit of £34m
The performance is discussed in the business from the restructuring of the UK pension
review on pages 24 to 25. scheme and a credit of £7m for the reversal of
share-based payment charges for the former
Executive Chairman, and a £9m improvement
in onerous property provisions.
Operational
headlines
Agreatdeal has
beendone
du ring the year Following the launch of Car Genie We grew new paid personal Roadside B2B customers

declined 1% as aresult of the
anticipated reduction in AVAs and
the declinein new vehicle sales.
However, breakdowns rose,
increasing revenue under pay for
use contracts. We have retained
or extended contracts with five of
our major accounts.

in August, members currently
have approximately 6,000 units.
Ourtrial demonstrated that we
can potentially predict up toone
third of breakdowns.

Roadside members by 7%
although overallnumbers
declined 1% to 3.29m. Retention
was broadly flatat 82%, but we
no longer benefit from the
free-to-paidinsurance channel.

andthereisalot
tocommend...
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Basic earnings per share from continuing
operations rose by 6.0p, from 12.2p to 18.2p
mainly as a result of the pension past service
credit. Adjusted basic earnings per share
increased by 0.5p from 21.3p to 21.8p.

The adjustments are explained furtherinthe
Financial Review on page 28.

Cash flow from continuing operating activities
before exceptionalitems and taxation decreased
from £371mto £368m. Capexincluded £34m
of IT transformation capex, the final tranche of
the investment originally set out at the IPO, and
£53m of maintenance capex (including finance
leases net of proceeds of sale of vehicles).

Free cash flow before equity for continuing
operations was an outflow of £5m (2017: inflow
of £87m).

Strategy update - 21February 2018

My strategic review included a comprehensive
bottom-up analysis of every aspect of our
business. My conclusion was thatthe AAisa
phenomenal business and that we could build
on our leading position in Roadside, our trusted
brand and our highly-skilled and committed
employees with a deeply embedded customer
service ethos. Alll saw strengthened my
confidence about our ability to realise the
opportunities and convinced me of the positive
long-term outlook for the AA.

The objectives of the strategic plan are to deliver
targeted investmentin our people, our products,
our systems and operations. We are building

on the solid foundation that our investments
since the IPO have created, and addressing

the challenges we face.

This strategic plan will deliver front line

resource toimprove the efficiency, predictability
and resilience of our Roadside operations as
wellas investmentin game-changing growth
drivers - Insurance and connected car.

These investments, while reducing our short-
term profitability, are vital to our long-term
success. Our developmentin connected car -
started with our Car Genie launchin August 2017
- could take the AA from being a service helping
when you break down to one which potentially
predicts when you might break down in the first
place allowing scheduling of repairs and a great
experience for customers.

G

We grew our motor policy book
by 6% but overall motorand
home policy numbers were flat at
1.4mas home policies continued
todecline. The growthinthe
motor book was partly driven

by the success of ourin-house
underwriter.

|am confident the priorities we set outin
February will transform our products and
service offerings to our customers by creating
atruly innovative and differentiated product
proposition which will deliver long term
shareholder value. Please find our full strategy
update on pages14to17.

Executive appointments

We have strengthened our Executive
Committee with the appointment of Gareth
Kirkwood and Ollie Holden. Read more on
pages 54 to 55.

As Chief Customer Operations Officer, Gareth is
responsible for ensuring we provide the highest
standards of service to our customers from
their first contact and then throughout their
lifetime with the AA. Gareth’s experience in
customer facing operational roles in various
British Airways divisions and within telecoms,
marine and travel businesses gives him

highly relevant expertise.

Chief Information Officer, Ollie is accountable for
defining and implementing the IT strategy for the
Group, shaping the digital transformation and
providing robust IT services to customers and
employees. Ollie has highly relevant experience
inleading IT and change as a senior manager
within Accenture, LV and TalkTalk.

We have also strengthened the teams below
the Executive Committee and are rebuilding
our culture to generate the high-performance
behaviours needed to deliver the ambitions
we have set.

Corporate responsibility

I have been very impressed by the ethos at the
core of the AA. Our values do ring true when you
see people do theirjobs and there is a potent
beliefin the service we provide. However, we
need to integrate this ethos into our operations
more structurally to ensure the supportand
expertiseis available to deliver the excellent
service our members and customers deserve.

We conducted a wide ranging consultation with
shareholders, among others, and we thank all
participants. This has led to a change in our
approach to CSR and we have anew CSR
strategy. We will deliver this strategy over the
next three years, aligning it with our overall
strategy because it reinforces what makes the
AA great. We willalso ensure that our business
partners and suppliers are aligned with our
business ethics and commitments. This is covered
fully inthe CSR section on pages 38 to 49.

The new advertising campaign

has been wellreceived and driven
asignificantincrease inawareness
among our target segment.

Watch our latest advert here
theaa.com

Financial Services did wellas
our partnership with the Bank

of Ireland continues to build
momentum. Productsare up 42%
t0142,000 (2017:100,000).

Pensions

In June 2017, we concluded the triennial review
of the AA’s UK defined benefit pension scheme
and agreed a funding plan for the deficit which
hadincreased, largely as a result of the reduction
in long-term gilt yields. A nine-year plan of
incremental funding is now in place, taking into
account the continued funding of the previous
deficit. The next triennial actuarial review is
scheduled as at 31March 2019.

Changes successfully made to the defined
benefit pension scheme mitigated some of

the recentincreases in ongoing pension service
costs. Overall, the changes have reduced

our exposure to pensionrisks, increased our
competitiveness within our industry, and
provided for a more consistent pension offering
across our business. Thisis covered in more
detailin the Financial Review on page 31.

Refinancing

The refinancing in July 2017, which included the
use of cash to repay £98m of the Senior Term
Facility, further reduced the cost of borrowings
and extended the average maturity of our debt
with the first repayment due in July 2020. Since
the IPOin June 2014 we will have reduced the
annual debtinterest cost on our borrowings by
£90m excluding the hedging costs.

Outlook

The new strategy plans for additional investment
to support the business and has resultedina
change in expectations for FY19 which we
announced on 21 February 2018. We expect
FY19 Trading EBITDA of between £335m and
£345m. This provides a base upon which we
canreturnto growth. We are targeting annual
Trading EBITDA growth, of 5% to 8% from
FY19to FY23.

Despite the investments made up of capitaland
operational expenditure in FY19, we expect to
generate free cash flow of approximately £20m
eveninthis year. As thisis the low point of cash
generation, we expect to generate in excess of
£80m of free cash flow in FY20 and in excess of
£100m per annum thereafter, excluding the cost
ofany refinancing.

i

Simon Breakwell
CEO

the acquisition of AACars, an
online second-hand car sales
platform which we can integrate

into our membership proposition,

specifically around car finance.

Since the year end, we completed
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Our strategy
Putting service, Innovation
and data at the heart of the AA

Strategic planning Our strategy

process My strategic review included
My first 150 days acomprehensive bottom-up
inthe business analysis of every aspect of

our business

Business review

Arigorous bottom-up review OPERATIONAL
: &SERVICE
Leadership refresh EXCELLENCE

Fresh talent broughtin at Executive level

Employee engagement
Conducted our first survey

Productinnovation ERVICE,

S
Nepjcaieiczics ROADSIDE INNOVATION INSURANCE
Tech and data audit Innovate and AND DATA Invest to
Initiated a full audit of our capabilities grow ATOTFHTEH"éEAix?T accelerate growth
Customers

Gaining greater and more extensive
understanding

Insurance
Deep dive into our opportunities HIGH
PERFORMANCE
CULTURE

The conclusion of our strategy
review was thatthe AAisa
phenomenal business which
could build on our leading
positionin Roadside, our trusted
brand and our highly-skilled and
committed employees witha
deeply embedded customer
service ethos. Alll saw
strengthened my confidence
about ourability torealise the
opportunities and convinced
me of the positive long-term
outlook for the AA.




AA plc Annual Report and Accounts 2018 15

Strategic update

We are putting service,

innovation and data at
the heart of the AA

> Retained 100% of
major B2B accounts
and won VWG and
LexAuto Lease

We are building
onthegood
workdone
sincethelPO...

= mmmnm -

1. Innovate and grow
Roadside

The strategy builds onastrongbase.
Since the IPO, we haveincreased

paid new membership by 23% and
improved retention by 3 percentage
points. Our service ethos and dispatch
system are strong. The foundations of
ourdigitaldevelopmentarein placeand
our core membership IT systemis well
advanced. Despite this, we have not
been able to grow our membership
inasustained manner.

Connected car

We are uniquely positioned to play a centralrole
in shaping the way the market reacts to emerging
trends, such as Connected car, electricand
hybrid vehicle growth and changing ownership
models. We believe these present opportunities
forthe AA and are already advanced in our
Connected car development. Ourimplementation
willmean that we are not simply layering digital
onto the organisation, but actively embedding

it deeply into our product set and operations.

Connected caris expected to transform our
Roadside offering by driving real benefits for
customers as wellas reducing costs. The AA’s
prognostic expertise and new products will
enable us to move from reacting to breakdowns
to predicting, preventing and protecting
customers against them. Our trialand
experience, since launch of Car Genie in August
2017, demonstrates the potential to predict

up to one third of breakdowns. Such digital
products willappeal strongly to younger
customer segments and continue to strengthen
already significant app engagement. They have
also attracted significant interest from our

B2B partners and we are exploring ways to
leverage these products with them. During
FY19, we willinvestinrolling out Car Genie
totens of thousands more of our customers,
allowingalarger-scale test of itsimpact on
membership retention, operational benefits and
distribution models. This will lead to the offering
of afully integrated, connected membership
proposition. From FY20 we plan to extend the
rollout toinclude B2B partners and connected
insurance propositions, and to drive mass
adoption. We believe we canreach scale

with B2B partners from FY21.

>Grew paid new
members by 23%

ge=a==

Growing our base with younger segments

In addition to our traditional over 50 core
demographic, we are now marketingto a
younger base. We have already grownin
younger customer segments over the past

12 months, but there is clear room for further
growthin these under-penetrated segments.
We will appeal to the needs of younger
customers for a breakdown service to be
simple, easy and digital through our innovative
new products.

Digitaladoption

Our breakdown app is highly successfuland
already over one third of our members have
registered for it. The app simplifies the
breakdown experience and 20% of consumer
member breakdowns no longer involve a call

as they are reported directly through the app
oronline. We will build on this to appeal to new
customer segments and engage them in our app
as aportalto awider set of services and benefits,
while reducing call centre costs.

The appis crucial to making the AA more
relevantinthe lives of our members and driving
loyalty through membership benefits. Our app
engagement programme is designed to expand
the number of users who log in regularly and
grow the number of users of our member
services and benefits programme fromiits
current level of more than 100,000 per month.

Membership systems investment
todriveretention

We willinvestin new systems to strengthen
membership retention, increasing the
sophistication of our retention activities.

This willinclude the fullimplementation of the
brand new membership IT system, including
the Customer Relationship Management (CRM)
system. Our ‘Stay AA’ reactive customer
retention proposition continues to be effective,
with an all-time high save rate of 72%, up from
57%atlaunchin 2014, and adiscountrateatan
all-time low of 22%, down from 35% at launch.
We believe these actions can continue to
increase retention.

YIncreased online sales by
more than1/3rd
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Our strategy
continued

2. Accelerate growth
in Insurance

The AA’s Insurance business has
fundamental strengths and we havea
significant opportunity toaccelerate
growth over the next five years. Progress
todate has been excellent, particularly
inreturning the motor book to growth,
but we believe that with further
investmentin both our broker’s

pricing agility and our underwriter,

we can accelerate that growth.

We have significant scope to sellinsurance

to Roadside members (only 9% of our 3.3m
base have AA motorinsurance) as well as
non-members (whom we have not targeted
inthe past). We will build on our brand
consideration, which is the highestin motor
insurance, and our valuable data and analytics.
Growing the underwriter will require solvency
capital, half of which we can fund from the
profits of the underwriter. A further £20m to
£25m will be funded from PLC resources.

While additional growth is expected to resultin
ashort-term negative impacton EBITDA, it will
help deliver long-term growth. We are targeting
c2m motor and home policies by FY23 and
strong growth in profitability.

Broaden footprint toinclude non-members
and younger customers

We will target greater market share and
growth from broadening beyond our narrow
customer base. In our underwriter, we are
currently focused on 30-year plus members
and former members, but we will expand our
proposition to underwrite non-members,
including younger customer segments.

This will also promote opportunities to
cross-sell Roadside membership.

Vs :

Driving more competitive premiums

Since its launch two years ago, the underwriter
has grown rapidly by using our proprietary data
to drive more competitive premiums and, inits
first year, bringing in a majority of customers
who were new to AA Insurance. We will also
continue to investin IHP, which enhances our
broker’s pricing agility, and improve our data
analytics. This investment will allow us to
create bespoke pricing and unique insurance
products for customers which more accurately
meet their needs.

Digitaland connected car offers

We expect to benefit from using the data
collected from Car Genie, and other connected
car products, prior to pricing and insuring
customers, allowing for compelling telematics
economics.

The integration of our digitaland connected
car products and data across our Roadside
and Insurance businesses will enable a leading
customer offering through its simplicity and

as a straightforward, one-stop-shop for
motoring needs.

We believe connected car offerings will

unlock new propositions for younger, more
digitally-focused drivers. The Driving School
also gives us strong positioning with younger
driver segments, reaching ¢c80,000 customers
per year.

>1/3rd of members
registered for the app
and approximately
29% now useitin
abreakdown

How can we help?

hours of 2

insurance
brskdown s

w problems .+
ntrester

Underwriter

diviglessns W " bh, S
et pillion |H|

>Launched ourin-house

3. Operationaland
service excellence

Building resilience into our operations
and service will enable us to achieve more
consistentservice delivery

We plan to improve customer service at peaks
indemand and decrease our reliance on third-
party garaging. We believe that investmentin
the front line, including additional patrols and
callcentre agents, will give us the resilience
we need to achieve consistent service levels.
In addition, our new leadership team s
conductinga management restructuring and
has plans to improve efficiency. In addition,
we are reviewing ancillary sales performance.

The measures to be undertaken in FY19, will
build a more resilient base forimproving both
service and cost with the following targets:

>Absorbinflationin FY20 and FY21

>Improve consistency of call-to-arrive times
to 45 minutes

>Increase consistency in call handling,
answering 80% of calls in 20 seconds

> Achieve 10% growthin ancillary sales

4. Create a high-
performance
culture

Driving a culture of high performance willbe
criticaltorealising our strategy because our
people are akey enabler of our business

Our three-year planning process will focus on
delivery, clear accountabilities and embedding
operationalimprovements. Key drivers will

be greater agility and improved listening

and engagement.
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The financial
implications of
the strategy

As aresult of the new strategy, FY19 Trading
EBITDA is expected to be between £335m and
£345m. We expectanetimpact fromadecline
in Roadside revenue on Trading EBITDA of
c£12m. This reflects a marginal declinein
memberships and business customers and

the IPT increase of June 2017. Growth in the
insurance motor book is expected to contribute
£9mto Trading EBITDA.

Our planned investments are expected to
amount to £26m of additional operational
expenditurein FY19. We willinvest £15m across
allinitiatives in Roadside, including operations,
enhancements to the digital platformand
connected car. Growthin our Insurance portfolio
is expected toresultin lower short-term
profitability in FY19 and incremental operating
costs of c£10m.

Strategic projects are expected to generate
EBITDA of £6m this year. These largely relate

to the acquisition of AA Cars, in which we held
a50% profit share, and the disposal of our
Home Emergency Services consumer business
which we had previously announced.

Additional central and people costs, net of
savings, and additional pension charges,
following last year’s triennial review, are
expected to lower Trading EBITDA by £12m.

YReversed the decline
in motor Insurance

YImproved patrol service levels

Growth projectionsto FY23

From the base in FY19, we expect to grow
revenue and Trading EBITDAto FY23.

The benefits of the investmentin Connected
Carare notincluded inthese estimates.

Capexguidance

IT transformation

Asindicated at the interim results, we expect
the balance of the original IT transformation
programme to cost an additional £35m, with
£3Imincurredin FY19 and the balance of £4m
in FY20. The last leg of the IT transformation
relates to the roll-out of the membership system
and CRM to our existing members, which has
now commenced.

Growth capital expenditure

Capital expenditure of £19m relates to the
investment required to position the AA

for growth from FY19. This includes the
enhancement of our Roadside digital capability,
additionalinvestmentin IHP and new systems
to support the growth of the underwriter. It also
includes our planned investment in Connected
Carof cE7m per year over the next three years.

Maintenance capital expenditure

We expect maintenance capital expenditure
(including finance lease payments net of
proceeds from disposal of fixed assets) to be
stable at £55m over the next three years.

This includes additional IT maintenance spend
given the increased sophistication and scale
of our requirements.

Strong free cash flow normalising after low
pointin FY19

Factoringinthe lower EBITDA and additional
growth capexin FY19, we expect free cash flow
to equity this year to be c£20m. Adjusting for
the one-offimpactsin FY19, our normalised free
cash flow to equity would be in excess of £100m.

Following the low pointin FY19, we are confident
that we can deliver free cash flow to equity in
excess of £E80min FY20 and in excess of £100m
from FY21, excluding the cost of refinancing.

YIncreased loyalty with retention
at82% from 79% at IPO

> Created connected car JV
and launched Car Genie

YInvested in core dispatching
and membership systems

Having created a more resilient base from which
to grow profits and with normalised levels of
capex, we believe we willbe in a position to
deliver this.

The strength of our debt structure

We remain well funded to meet all of our
operationaland debt financing requirements.
The combination of our WBS debt structure,
our successive refinancings and our strong
cash generative business model give us the
following attributes:

>The average cost of debt, at 4.52%, is
significantly lower now than it was at IPO

>The average maturity of our debt s just over
4.5years

> We have significant headroom above our
financial covenants, which are not linked to
leverage. Trading EBITDA would have to fall to
¢.£200m, for us to be close to breaching our
default covenants

>The WBS s flexible from an operational
perspective and its credit enhancing
characteristics enable refinancing at
attractiverates

>Long-dated bonds paying fixed interest rates
and pricing reflecting the investment grade of
the Anotes

>We pay alower debt service charge than we
would with a traditional bank facility as a result
of the lack of amortisation on debt payments

Conclusion

The strategic plan willunlock the AA’s potential
by fundamentally transforming the way we
support our customers through a differentiated
product proposition. This willenable us to
innovate and grow Roadside and accelerate
growthinInsurance, securing a better future for
the AA, our members, customers, employees
andinvestors.

>Reducedthe annual debt interest
costonourborrowings by £90m
excluding the hedging costs
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Shareholders’
questions,

Simon Breakwell’s
answers.

What did you seeinthe AA to make
you take the job?

What shone out and convinced me to take
the job was the amazing commitment of our
patrols, our call centre agents and all our
people who are focused on “being the AA”
and delivering services which are so

highly valued.

|am also convinced that thereisan
opportunity here to do something greatin
bringing this business into the modern
world and transform the way we operate.
My experience in tech tells me we candoiit,
butitalso warns me of the importance of
engineering itinto the foundations of the
Company. | see areal ambition within the
AAto achieve this. By way of areminder,

this is not some blue-sky scenario — our
connected car thinking is based on the
success of Car Genie and, more importantly,
while the costs are factored into our thinking,
the upsideis not.

READ MORE:
CHIEFEXECUTIVE'S

STRATEGIC REVIEW P12

The new strategy feels very similar
to the old strategy which has not
yetdelivered. What s the
difference?

The new strategy represents an evolution on
the achievements over the last three years,
since the IPO. These investments were
essentialand have delivered very positive
benefits. But now we need to do more and
go further to drive that long-promised
predictable growth which the previous

plan had not yetdone.

Akey difference will be execution — my team
is utterly pragmatic and they are focused on
what it takes to meet the targets we have set
out together.

INNOVATION AND DATA AT THE
HEART OF THEAAP14

s READ MORE: PUTTING SERVICE,

Therearealot of changesinthe
automotive market. Is this a market
instructuraldecline?

Thisis absolutely not a market in structural
decline. Quite the opposite.

Demand for our service has grownin the
last couple of years and our data shows car
ownership has been increasing overall,
exceptin London. We have increased new
members, loyalty has gone upand, asa
result, we have slowed the decline in our
membership base since the IPO.

Onthe B2B side, our partners are excited
by our new ideas to develop and enrich the
service we give them.

We are really excited about the opportunities
the emerging trends bring. Although the
numbers are still small, electric vehicles (EVs)
are with us and the need for our service will
change but not go away - for example, EVs’
heavier wear and tear on tyres results in more
callouts. lam convinced by our ability to
innovate — we have dealt with pretty massive
changes in mechanics, technology and
ownership since 1905! Just think of the
traction we have achieved with our app.

READ MORE: OUR
MARKET CONTEXT P8
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Youtalkabout long term-targets
for FY23. Do youhave any
shorter-term milestones to
measure success?

As you canimagine, thereis no shortage

of goals, but the key ones for FY21are
as follows:

>We expect to have returned Roadside
membership to growth

>Insurance policies overall will be growing
- motor already is, but home should also
be growing by then

>We will be managing costs better.
With greater resilience, we expect by
then to be absorbing the cost of inflation

Does your large amount of debt
affect the business and what can
youdotoreduceit?

Our leverage does not restrict us
operationally. The best demonstration

of thisis thatin our FY19 plans, our very
considerable investment in growth means
we reach alow point of EBITDA and yet
we remain cash positive. This business
generates a huge amount of cash. When
we are no longer diverting it toinvestinthe
business, we will use it to pay down debt.
Reducing debt will take a while, butin the
meantime our plans enable us to grow
EBITDA and bring leverage down that way.

READ MORE:
FINANCIALREVIEW P27

Why not cut dividend payments
altogetherinstead of paying 2p
pershare peryear?

We have decided to keep an annual dividend
payment because we can afford to.

We expect to generate sufficient excess
cash flow to finance operations, investin
growth, cover debt payments and pay a
modest dividend.

READ MORE: FINANCIAL REVIEW
P27

Isn’tinsurance a fundamentally
competitive marketin which you
are asmall player? Why are you
convinced you can grow?

It’s worth remembering that we are growing
already — we have turned around our motor

book and we believe we can turn around our
home book too.

We have unique strengths which we haven’t

to date maximised in our insurance business.

We have a trusted brand - the highest
brand consideration in motorinsurance

- excellent customer dataand a good
distribution platform. This will allow us to
broaden our underwriter footprintincluding
testing the market for younger drivers,
drive more competitive premiums using
our data, and we’re going to innovate, for
example, using our telematics to offer our
customers a better experience when it
comes to buyinginsurance. A lot of the
ground-work — investment in systems and
people —is already in place in our broker
and our underwriter.

READ MORE: OUR
MARKET CONTEXT P8

Why is your connected car offering
better than the manufacturers’?
What do you bring that they don’t?

We are an ideal partner for manufacturers
—we are not looking to compete with them.

With our European Roadside Assistance
partners, we have access to more vehicles
and telematics data than they do, which
means we are in a uniquely better position to
predict and ultimately prevent breakdowns
than they are. To act on data predictinga
breakdown, you have to have excellent
systems that can trigger out-bound calls
ortexts really quickly. Thisis a difficult
capability to build and something we are
much better set up to do. We don’t believe
that the manufacturers want to getinto
breakdown, with all the barriers they would
have to surmount. We can offer this service
tothem.

We will be launching a fully-costed trial
which will give us more clarity on what this
opportunity could look like. Only when we
are sure, will we factorin any upside.

INNOVATION AND DATA AT THE

READ MORE: PUTTING SERVICE,
HEART OF THEAA P14

What has the App given you?

The App has achieved real traction among
members, whichis increasing their
stickiness. A third of our members are
registered.

Onamore practical front, members, who
are currently eligible for the App, represent
about half our breakdowns. 20% of them are
now reporting and tracking breakdowns
through our app and online. Another 10-15%
callinbut then track their patrolas they
head to them on the App or online which
cuts calls. The App has reduced calls for
these breakdowns by just over 30% -
abigimpact on our call centres.

How are you going to manage the
costs of your operations better?

We are investing to improve our operational
resilience. On the vast majority of days in the
year we provide excellent customer service.
However, during periods of extreme weather
- hot, wet or cold - we have not always

been able to provide the service we pride
ourselves on as we are forced to use third
party garaging. The investment we are
making in patrols will help us to deliver
better service on these challenging days.
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Our employees

The people making a difference
for our customers

The AA’s people are its life blood and we acknowledge and thank them for their
enormous commitment and sheer hard work. At our Employee Awards every
year we celebrate these qualities and the dedication to our values. In 2017,

we had 20 awards and 96 finalists. We have a selection here but we honour
allthose involved and congratulate the winners.

AA award winners 2017

Patrol Vince Crane

Recovery Patrol Brent Pugh

Assist Technician Ben Chance

JaguarLand Rover Dedicated
Technician Cihan Gulesin

Volkswagen Group Dedicated
Technician Paul Gillett

Contractor Award Alan Graham,
Recovery Services

Direct Sales Force Agent
Chris Spain

Home Services Engineer
Paul Allen

Motoring Services Award
Richard Sanders

Driving School Award
Wyn James

Road & Home Call Centre Customer
Adviser Edward Mcllwaine

Sales & Service CallCentre
Customer Advisor Chloe Arnett

Insurance Call Centre Customer
Adviser Victoria Waters

CallCentre Team Leader
Matthew Barton

Digital Hero Andy Leiper
& Stuart Wingrove

Business Transformation Hero
Alison Isaac

Support Expert Rebecca Hale

Leadership Award Caroline Jackson

Spirit of the AA-inhonour
of DiKirman Nigel Hawkins

Brand Values Award Jason O’Keefe

Recovery Patrol of the Year

This award recognises the commitment to the brand and dedication
of our recovery patrols. They are needed when vehicles have to

be trucked away and cannot be towed by patrol vans or fixed at
theroadside.

Thisis afantastic job. Every day is different, not knowing
where your next job is or who you’re going to meet and seeing
smiles on members’ faces when you turn up isamazing. At the
end of the day you feel you’ve achieved something and made
someone’s day better.

Brent Pugh, Recovery Patrol of the Year

Patrol of the Year

This award recognises the patrol’s skills, abilities and their dedication
tothe AA. The winner will represent the AAin a variety of ways over the
next 12 months from his AA van with its special number plate of 999AA
whichis his for the year. Vince Crane (third left) receives his number
plate from last year’s Patrol of the Year, John Snowling (second left).

Working forthe AAisn’tjustajob. | feell represent the brand
and the years of heritage and trust behind it and that | have to
deliver excellent service every time through sun, rain or snow.
Being given the opportunity to be at the forefront of this
amazing service representing the best of the AA forayear
means everythingtome.

Vince Crane, Patrol of the Year
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Support Expert award

The Support Expert award recognises individuals
who provide an excellent service to their
colleagues. They are recognised for consistent
and outstanding performance, often working
outside their area of expertise, to support their
colleagues’ needs.

The various roles I've had since | joined the
AA at17 have taught me so much and now
|lam trusted to support others. It could be
ouremergency breakdown systems, working
with callagents or making our customers’
experiences easier —it’s all part of my role
and | just love beingin the thick of it!

RebeccaHale, Product Owner — Reporting
& Tracking Breakdowns Online

Spirit of the AA award

Digital Hero award

This award recognises individuals who have
gone above and beyond the norm, significantly
contributing to the delivery of our digital
transformation programme.

We have delivered so much - the digital
transformation has been phenomenal.
We are very excited that Simon has real
understanding of this side of the business
and we believe that what we do has the
ability to transform the AA. lam very proud
to have been given this award.

Stuart Wingrove, Senior IT Developer

Thisaward is in honour of the late Di Kirman a much-loved
colleague. It recognises those who are held up by their peers and
colleagues as embodying everything whichis great about the AA.
They constantly demonstrate the values we hold dear and will
regularly go the extra mile for members and colleagues.

Being given this award was one of the proudest moments
of my life and, in my case, it came after returning to work
after a serious illness and meant even more. To be
nominated by colleagues whom you respect and admire is
fantastic, but what keeps me going is the pride of working
forthe AA and helping our members in their hour of need.

Nigel Hawkins, Recovery Patrol

Sales & Service Call Centre
Customer Adviser award

This award recognises the Customer Adviser
fromour Sales and Service call centres who
has demonstrated consistently excellent
performance standards. This involves having a
sound knowledge of our products and services
and offering top quality of service every time.

The award was greatand | couldn’t be more
proud, but the thingiis, I just love what | do.
People are lovely - at least most of them -
and |am just so pleased when | can help
them. This is a great company, people know
what they can expect from us and most of
our customers are happy to talk to us.

Chloe Arnett, Customer Adviser

Insurance Call Centre Customer
Adviseraward

This award recognises the customer adviser from
our Insurance call centres who has performed at
the highest level, displayed a sound knowledge
of products and services, and ensured the best
quality of service is offered to our customers.

The thing | love about my job is that I know
| can make the whole process of getting
insurance easy and a pleasure for our
customers. If I doit well, they get the
insurance cover they need but also go
away happy with the experience and their
contact with me.

Victoria Waters, Customer Adviser
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Key performance indicators

Our key performance indicators (KPlIs) reflect the AA’s strong fundamental
characteristics which will deliver the strategy outlined on pages 14 to 17.
The KPIs below reflect these fundamental characteristics and the
performance underlying these KPlIs is explained in ‘Our Performance’

and the ‘Financial Review’.

Changes to KPIs this year: \We have updated our KPIs to measure
more accurately the impact of our new strategy. We have removed total
shareholder return since IPO as this is no longer the sole component of
Executive Directors’ long termincentivisation. Insurance policies and

average income per policy have been restated to show motor and home
policies only.

Roadside
Executive Directors’
Strategic objective KPI Definition Remuneration
Innovateand > Paid personal | > Number of personal members excluding 3.3m 3200 — 3331 Proposed PSP performance
grow Roadside members free memberships at the period end o, 2800 — 7 ’ criteria2
(thousands) -1.4% 2,100
1,400 Individual objective for
700 bonus of CEO
0 2018 2017 2016
> Business > Number of business customers at the 9.9m ‘;ggg 9928 X0
customers period end 0, 8
(thousands) -0.5% 6,000
4,000
2,000
0 2018 2017 2016
> Average > Average income per personal member £157 200 Proposed PSP performance
income (£ excluding free memberships 160 e criteria?
(£ g9 p -0.6% o 57 BER B - o
80 Individual objective for
20 bonus of CEO
0 2018 2017 2016
> Average income per business customer £20 zz
0.0% 15 20 20 18
10
5
0
2018 2017 2016
Y Franchised > Number of driving schoolinstructors at 2,742 3,000
driving the period end +5.2% 2400 — 2742 2,574
instructors <70 1800
1,200
600
0
2018 2017 2016
Insurance
Executive Directors’
Strategic objective KPI Definition Remuneration
Accelerate growth > Insurance > Total motor and home policies sold in the 1,447k 2,000 Proposed PSP performance
inInsurance policies last12 months by ourinsurance broker 1600 Haria2
(thousands)' -0.3% 1200 1447 NESl Rae crterta
800 Growth of insuranceisan
400 individual objective for
0 2ol 207 206 bonus of CEO and CFO
> Average > Average income per insurance policy £74 75 = - —
income' for motorand home 60
+5.7% 45
30
15
0
2018 2017 2016
>Underwritten | > Total motor and home policies sold inthe 407k 450
insurance last12 months by ourin-house insurance 191% 350 §icd
policies underwriter ° 250
thousands,
(thousands) 150
0
2018 2017 2016

1 Prioryearfigures restated to show motor and home policies only.

2 Subject to consultation with shareholders.
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Operationaland service excellence

Executive Directors’

Strategic objective KPI Definition Remuneration
Buildresilience i >Breakdowns | »Number of breakdowns attended 3. 7m § 4,000
into operations i attended | o | 3200
andservice (thousands) +1.2% { 2400
| {1600
i 800
o
i 2018 2017 2016
Financialand other
Executive Directors’
Strategic objective KPI Definition Remuneration
Grow profitabilityand | )Trading > Trading EBITDA is the performance £391m 450 i Proposed PSP performance
cashflow generation EBITDA measure most closely aligned to that 3.0% 360 EEa 05 402 criteria?
(€ millions) required by our debt documents and "I/ 270
is defined as earnings before interest, 180 Annual cashbonus - atleast
tax, depreciation and amortisation and 90 50% based on Trading
excluding exceptional items, share-based 0 208 2077 2086 EBITDA.Remaining
payments, pension service charge balance supjectto Trading
adjustment and discontinued operations EBITDA adjustment
>Freecashflow | »Netcashflow before payments of dividends (£5m) ‘5060 o7
before equity to equity shareholders 0,
(£ millions) -105% 2 ® :
32 ns)
e l
20 oo 200 2016
Reduce borrowings Y Leverage Y Ratio of net debt to Trading EBITDA for 6.9x 10 Proposed PSP performance
andassociated continuing operations for the last 12 months 3.0% 8 criteria?
interest costs (see note 28) =3.U7 6 6.9 7.0 - o
4 Individual objective for
2 bonus for CFO
0 2018 2017 2016
YInterestcover | ) Trading EBITDA divided by total ongoing 2.8x 30 - Proposed PSP performance
cash finance costs (see note 6 24 : 26 criteria?
¢ ) +77% 2 R
12 Individual objective for
06 bonus for CFO
0 2018 2017 2016
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Our performance

In line with the focus of our new strategy, we are reporting Roadside Assistance
and Driving Services as Roadside and Insurance Services, including Financial

Services, and the in-house underwriter as Insurance. We have also allocated
head office costs to these divisions. A reconciliation of the old and the new

reporting bases is on page 26.

Roadside

s

Trading Revenue

£814m

(£809m)

Trading EBITDA

£320m

(E337m)

Trading EBITDA margin

39.3%

(41.7%)

Breakdowns attended

3./m
(3.6m)

Paid personalmembers

3.29m
(3.34m)

Averageincome per paid member

£157
(E158)

Business customers

9.93m
(9.98m)

Averagei perb

£20
(£20)

Drivinginstructors

2,742
(2,607)

Roadside Assistance performanceis driven by

our personalmembership base and supported by
our business customer (B2B) base, underpinning
the scale of our operations which s critical to our
success. Each provide approximately half the jobs
forthe 2,900-strong patrol force. The growth
inrevenue despite the pressures onretention,
reflected the fundamental strengths of the business,
while reduced profitability reflected the challenges
we believe our new strategy can counter.

Theimproved profitability of Driving Servicesis
encouraging. We have 2,742 driving instructorsin
our franchised driving schools, the AAand BSM,
providing driving lessons for approximately 80,000
learners each year. DriveTechis joint market leader
in providing speed awareness courses for police
forcesinthe UK and fleet training services.

Roadside

Trading Revenue grew 1% to £814m driven largely
by increased pay-for-use B2B revenue. Trading
EBITDA declined by 5% to £320m primarily
reflecting the costincreases of service delivery.
Head office costs declined from £48mto £47m.
Trading EBITDA margin decreased from 41.7% to
39.3% reflecting the EBITDA decline.

Roadside Assistance

The contribution from Roadside Assistance rose

1% to £747m despite a decline in memberships

and business customers. Growth was the result of
increased pay-for-use revenue from B2B, increased
ancillary sales and increased revenue from vehicle
inspections, AA Cars and publishing.

Paid personal memberships declined 1% to 3.29m.
New member growth of 7% (2017: 14%) was good,
particularly against last year’s strong performance,
driven again by digital sales. Our expansion into
younger segments has begun, helped by our
effective and well-received “singing baby”
advertising campaign. Retention was broadly flat
at 82%, a strong performance given the significant
challenges we faced. These included the impact
oftherisein IPT in June 2017; the dilution from an
increase in new members, whom we retain at
lower rates; our completed programme of redress
for customers affected by duplicate cover; and

the introductionin April of new renewal price
transparency regulations. StayAA, our proactive
retention programme, achieved all-time high

results, retaining 72% of those who call to cancel,
with discounts averaging 22%, compared with
57% and 35% respectively when the programme
was launched in 2014. The discontinuation of the
free-to-paid insurance channel from December
2015 has resulted in a reduction in membership by
approximately 70,000 in FY18 and this pipeline of
additional paid members has now ceased.

Average income per paid member declined 1%

to £157(2017: +1% to £158), reflecting our constraint
in passing through price rises above the increase in
IPT and the dilution of introductory discounts from
theincreased number of new members.

Business customers declined 1%, falling to 9.9m
reflecting the anticipated decline in the number
of Added Value Accounts (AVAs) with our banking
partners Lloyds Banking Group and TSB and

the lower number of new cars sales for our
manufacturing partners. During the year we
retained or extended a number of contracts
including VW Group and Ford.

Average income per business member was flat
at £20.

Trading EBITDA fellby £20m to £345m. Apart from
the decline in membership numbers and business
customers, this was largely the result of the
increased costs of third-party garaging due to
workload peaks and wage inflation which we were
unable to absorb through price rises. Trading EBITDA
margin declined from 49.2% to 46.2%.

Driving Services

Trading Revenue was flat, at E67m. The 5%rise in
driving instructor franchises to 2,742 (2017: 2,607)
was the result ofimprovements to our franchise
proposition and the strength of the AAand BSM
brands. This offset the marginal decline from
fewer courses delivered by DriveTech. While the
number of speed awareness courses for the police
increased, the number of courses for our corporate
partners declined.

Trading EBITDA rose £2mto £22m driven by the
improvement in Driving Schools and efficiency
savings in both businesses. Trading EBITDA
margin rose from 29.9% to 32.8%.
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Insurance

)

Trading Revenue

£145m

(E131m)

Trading EBITDA

£/71m

(E66m)

Trading EBITDA margin

49.0%

(50.4%)

Policy numbers

Broker Underwriter
1.4m 407,000
(1.5m) (140,000)
Motor policies

Broker Underwriter
629,000 223,000
(594,000) (115,000)
Home policies

Broker Underwriter
818,000 184,000
(857,000) (25,000)

Averageincome per policy
(Motorand Home policies only)

Broker

£74
(£70)

Financial Services products

142,000
(100,000)

The growth was driven by ourinsurance broker
which has focused on the core products of motorand
home insurance and returned our broker motor book
to growth while slowing the anticipated declinein
home policies. While our leading brand consideration
in motor insurance has underpinned this strong
performance, ourin-house underwriter has been
critical through its competitive pricing, as have
investments in Insurer Hosted Pricing (IHP)
toimprove our pricing agility with our panel.

Ourin-house underwriter’s motor book was launched
in January 2016 and followed in August 2016 with the
launch of home policies. The underwriter’s ability to
price members’ policies competitively is based on
our extensive data. Itis now in profitand has plans

to extend beyond members.

QOurfinancial services partnership with the Bank of
Ireland, launched in July 2015, builds on a long past
history of AA financial services and enables us to
enhance our membership proposition.

Insurance

Trading Revenue rose 11% to £145m as higher
revenue from our motorinsurance broking,

the growthin ourin-house underwriter more
than offset the lower revenues from the Home
Emergency Services consumer business, which
was sold in January 2018. Trading EBITDA rose
8% to £71m with flat head office costs of £9m.
Trading EBITDA margin declined from 50.4%
t049.0% as aresult of the increasein the lower-
margin underwriter revenue.

Insurance Services (including broking, Financial
Services and Home Emergency Services)

Trading Revenue rose 2% to £133m. We grew

our motor book by 6% to 629,000 policies,
benefiting fromincremental sales and renewals
through our in-house underwriter, which continues
to perform ahead of expectations. We did well to
achieve stable retention despite the challenges of
the new renewal pricing transparency regulations
from April; theimpact of the Ogden rate change on
cost of premiums, therefore driving churnand the
IPT increases. We benefitted from improved pricing
agility following the installation of IHP with five of our
motor panel members, including our underwriter.
This has enabled us to price more competitively and
convertagreater proportion of quotes on PCWs.

In line with expectations, home policies fell 5% to
818,000 as we have not yet made the investment
in IHP to improve pricing agility. Overall policy
numbers are down as we continue to retreat from
less profitable business lines, including insurance
categories such as weddings and pets. Home
Emergency Services policies for emergency repairs
to boilers, heating systems and other domestic
installations were down year-on-year. The sale of
our Home Emergency Services consumer book
was completedin January 2018.

The focus on greater profitability has driven average
income per motor and home policy up 6% to £74
(2017:£70).

Financial Services revenue is broadly flat at
approximately £8m. By the end of January 2018,
we had 142,000 Financial Services products
across our credit cards, personalloans and savings
portfolio. This represents a balance sheet of

approximately £400m, broadly match-funded by
deposits. Our partnership with the Bank of Ireland
continues to build positive momentum on the
strength of our brand and marketing expertise and
Bank of Ireland’s operational excellence. The AA
membership base and brand are benefitting the
business with over 17% of the non-ISA savings books
held by members and 39% of our personal loans
being written for vehicles. The completion of the
acquisition of 100% of the AA Cars platform will
enable us to expand our loan offering into the
growing used car market.

Trading EBITDA rose 4% to £79m as aresult of the
growth of the motor book, the focus on the more
profitable business lines and disciplined cost
management. Trading EBITDA margin was higher
at 59.4% (2017:58.0%).

Insurance underwriting

Trading Revenue for our underwriting business was
£12m compared to nilin the prior year. Gross earned
premiums before our 80% reinsurance were £38m
(2017: £10m). Deferral of broker commissions
amounted to areductionin revenue of £1m

(2017: £3m). Trading Revenue is reported after
accounting for the broker deferral adjustment,
where the broker commission and associated
acquisition costs are recognised over the life of

the policy along with the underwriter premium.

We nearly doubled the motor book to 223,000
policies (2017:115,000) and grew the home book
very substantially inits first full year to 184,000
policies (2017: 25,000) due to the competitive
pricing which our rich data enables.

Our COR was wellahead of our long-term target

of 95%. We are also pleased to have achieved
strong rates of retention across our motor and
home policies book. Net claims paid during the year
were £10m (2017: £2m), in line with expectations.
Trading EBITDA improved significantly to a profit
of £Imfromaloss of £1m.

On 7 September 2017, the UK Ministry of Justice
announced a draft change to the law used to set the
discount rate used in calculating upfront personal
injury payments (Ogden discount rate reforms).
The proposal could resultin arate change fromthe
currentrate of -0.75% to a rate between 0% and 1%.
It will not be applied retrospectively. The proposal,
whichis currently in draft form, is expected to take a
few months to finalise prior to enabling legislation
being effective. As aresult of the uncertainty, the
Insurance Underwriter reserves as at 31January
2018 have been calculated based on the current
Ogdenrate of -0.75%.

The underwriting business remains well capitalised
under the Solvency Il capital requirements which
came into effect on1January 2016. As at 31 January
2018, the solvency coverage headroom was
approximately 60%'. As we grow the underwriter,
half the required solvency capital of up to
approximately £50m can be funded from the
profits of the underwriter and half from internal
cash allocation.

1 Unaudited at the date of these financial statements.
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New segmental reporting

In line with our new strategy, we have altered our segmental reporting to align it
more closely with the way the business is managed. Roadside Assistance and

Driving Services are now shown together as Roadside. Insurance Services and
Insurance Underwriting are now combined as Insurance.

Head office costs have been apportioned to our two new segments.
Costs are directly allocated where itis possible to do this, all other
costs are allocated on the basis of a pro-rata share of revenue.

In addition to these changes, the reconciliation from Trading EBITDA to

operating profit before exceptional items will now include a divisional

apportionment to Roadside and Insurance for share-based payments,
pension service charge adjustments and amortisation and depreciation.

2018 2017 2018 2017
TRADING REVENUE £m fm  OPERATING PROFIT £m £m
Roadside Assistance 747 742 Trading EBITDA 391 403
Driving Services 67 67  Share-based payments (7) (12)
Roadside Revenue 814 809  Ofwhich:
Insurance Services 133 131 Roadside (6) (10)
Insurance Underwriting 12 - Insurance ) )
Insurance Revenue 145 131 Pension service charge adjustment’ (10) 8)
Trading Revenue 959 940  Ofwhich:

Roadside (8) (7)
Insurance (2) 1)

2018 2017 Amortisation and depreciation (70) (67)
TRADINGEBITDA £m £m  Ofwhich:
.}-?-c;adside Assistance 345 365  Roadside (63) (60)
Driving Services 22 20 Insurance 7) (7)
Head Office costs 47) (48) Operating profit before exceptionalitems 304 316
Roadside Trading EBITDA 320 337  Exceptionaloperatingitems 3 (32)
Insurance Services 79 76  Operating profit 307 284
Insurance Underwriting 1 1)
Head Office costs 9) 9
Insurance Trading EBITDA Vil 66 1 Thepension service charge adjustment relates to the difference between the cash
Trading EBITDA 391 403 contributions to the pension scheme for ongoing contributions and the calculated

annualservice costs.
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Financial review

These results demonstrate the
fundamental strengths of Roadside
and highlight the challenges we
willaddress with our new strategy.
Despite the delays and cost over-run
of our original transformation
programme, regulatory change and
increased IPT, we have delivered
robustresultsin Roadside. We are
pleased with the performance of
ourinsurance businesses.

We are confident that after resetting
expectations, FY19 will be the
low-point and provide a strong

base from which to grow.

Martin Clarke
Chief Financial Officer

GROUPREVENUE
2018 2017
£m £m
Roadside 814 809
Insurance 145 131
Trading Revenue 959 940
Exceptional revenue provision 1 7)
Group Revenue 960 933

Trading Revenue grew 2.0% to £959m, compared with £940m last year.
Theincrease was driven principally by the strong performance of our
in-house underwriter.

Roadside Trading Revenue increased by £5m to £814m. This reflected
the robust performance within B2B with an increase in pay-for-use
volumes as well as higher ancillary sales. This offset the decline in paid
personal members as well as the anticipated reduction in Added Value
Accounts (AVAs).

Roadside Trading Revenue includes the consolidated results from the
100% acquisition of AA Cars. Trading Revenue for Driving Schools and
DriveTech was broadly flat.

The strong growthin Insurance Trading Revenue arose from the increased
Trading Revenue for Insurance Underwriting to £12m. This growth also
boosted the broker with an improvement in motor insurance policy
numbers driving higher insurance broker revenue. This was slightly offset
by a declinein Home Emergency Services policy volumes prior to the

sale of the consumer business to HomeServe in January 2018. We will
continue to report Home Emergency Services within Insurance until the
migration of all of the consumer policies is complete.

Group Revenue alsoincluded a £1m release of an exceptional revenue
provision relating to the £7m exceptional revenue provision for duplicate
breakdown cover that we created in the prior year. In total we had provided
£10m for refunds to customers of which £3m was charged to exceptional
finance costsin the prior year. We agreed a programme of remediation
with the regulatory authority and this programme is now substantially
complete. The release of £1m reflects what we believe to be the final
position for this programme. See note 21for further information.

GROUPTRADING EBITDA

2018 2017
£m £m

Roadside 320 337
Insurance 7 66
Trading EBITDA 391 403
Trading EBITDA margin 40.8% 42.9%

Trading EBITDA was £391m, in line with our guidance. This 3.0% reduction
from FY17 was principally due to the reduction in the Roadside Trading
EBITDA. Roadside Trading EBITDA declined by £17m to £320m reflecting
the higher costs from garaging due to workload peaks and the higher
number of breakdowns attended. In addition, some of the growth in
Trading Revenue was from lower margin activities including AA Cars,
sales of parts and investment in the Connected Car proposition.

Theincreasein Insurance Trading EBITDA largely reflects the improved
performance for both the underwriter and the broker.

Overall head office costs were broadly flat during the year with increases
inIT software costs offset by continued focus on cost efficiencies.
These costs have been directly allocated whereitis possible to do this,
all other costs are allocated on the basis of a pro-rata share of revenue:
£47m (2017: £48m) to Roadside and £9m (2017: £9m) to Insurance.

Trading EBITDA margin reduced from 42.9% to 40.8% as a result of the
lower profitability in the Roadside business as described above.
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Financialreview
continued
OPERATING PROFIT FINANCE COSTS
Operating profit before exceptionalitems 2%18 2217
m m
2018 2017 Interest on external borrowings 132 147
Roadside Insurance Group Roadside  Insurance Group Finance charges payable under finance leases 6 8
£m £m £m £m £m £m . y
- Totalongoing cash finance costs 138 155
Trading EBITDA 320 71 391 337 66 403 : T -
Ongoing amortisation of debtissue fees 10 5
Share-based Net finance expense on defined benefit
anments . ©) o ™ (19) @ (12) pension schemes 10 10
ension service - :
charge adjustment ®) 2 (10) @ ) ® Totalongoing non-cash finance costs 20 15
Amortisation and Debt repayment premium and penalties 10 2
depreciation (63) (7) (70) (60) (7) (67) Transferfromcashflow hedgereserve for
Operating extinguishment of cash flow hedge (2) 6
profitbefore Debtissue feesimmediately written off
exceptionalitems 243 61 304 260 56 316 followingrepaymentof borrowings 1 4
Exceptional Duplicate breakdown cover - interest on refunds - 3
operatingitems 3 (32)  Exceptional finance costs 9 15
Operating profit 307 284 Totalfinance costs 167 185

Operating profit before exceptionalitems decreased by £12m to £304m,
ayear-on-year decrease of 3.8%. This reduction was largely driven by
the £17m decline in Roadside Trading EBITDA and the increasein
amortisation and depreciation reflecting the recent investmentin
transformation capital expenditure. Share-based paymentsin Roadside
reduced, reflecting the expiration of the first vesting period for the MVP A
shares (see note 34). The pension service charge adjustment increased
only slightly as a result of the changes agreed with the pension trustees.
Both share-based payments and the pension service charge adjustment
have been allocated to segments, whereas previously they were not.

Theincrease in Insurance operating profit before exceptionalitems
reflects theincreasein Insurance Trading EBITDA.

Overall depreciation and amortisation for the Group increased by
£3m, reflecting the progress that we have made to date onthe
transformation programme.

Overall exceptionalitems reduced from a cost of £32mto £3mincome.
The largestimpact arose from the restructuring of the UK pension scheme
which resulted in a one-off past service credit of £34m. Of this, £12m
arises from the closure of the Final Salary sections of the AA UK scheme
and £22m from the change in inflation indexation from RPI to CPI for the
CARE (career average salary) scheme. Pensions are discussed in more
detail on page 31.

Impairment of goodwill of £27m includes £26m of goodwill dating back
to 2004 that had been historically allocated to Driving Schools.

Other exceptional operating items include £24m relating to business
transformation (2017: £14m) offset by a £6m gain on the disposal of the
home services consumer business, a £7m credit related to the reversal
of share-based payment charges relating to the former Executive
Chairmanand a £9m improvement in onerous property provisions.

The previous year’s charge included £7m for duplicate breakdown cover.
The remediation programme to resolve duplicate breakdown cover was
completed in March 2018 and, following this, we have released £1m of
the provision thatis no longer required.

Total finance costs fell by £18m to £167m, with benefits of £15m from
lower interest on external borrowings, £2m from lower finance charges
payable under finance leases and a reduction in the non-cash adjustment
to the cash flow hedge reserve. These were partly offset by the early
repayment penalties of £10m incurred in the refinancing in July 2017in
which we repaid Class Al notes of £175m and Class A4 notes of £55m

as wellas £98m (2017: £106m) of the Senior Term Facility.

Taxation

The tax charge for the year of E30m (2017: £26m) is made up of a current
tax charge of £23m (2017: £20m) and a deferred tax charge of £7m (2017:
£6m). The effective tax rate was 19.1% (2017: 22.0%). Because the Group
is almost entirely UK based, we do not expect to be materially affected by
the new legislation restricting the deductibility of interest by reference to
UKEBITDA.

Profitand earnings per share

Profit after tax from continuing operations increased to £111m (2017: £74m)
principally due to the one-off pension past service creditand the
decrease in finance costs which offset the lower trading performance

and impairment of goodwill. As aresult, basic earnings per share from
continuing operations rose by 6.0p, from12.2p to 18.2p.

Adjusted underlying profit after tax and adjusted basic and diluted earnings
per share were broadly flat at £133m (2017: £130m) and 21.8p (2017: 21.3p)
respectively. The adjustments included exceptional operating items of
£3m; pension service charge adjustment of £10m and penalties on early
repayment of debt of £10m.

The prior year profit after tax from discontinued operations related to the
sale of the Irish business and was £80m, which included £7m operating
profit, a tax charge of £4m and £77m from the profit on disposal.
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CASHFLOW AND LIQUIDITY

Free cash flow

2018 2017

£m £m

Trading EBITDA 391 403
Working capital excluding provisions and pensions (1) (22)
Pension deficit reduction contributions (21) (20)
Otheritems 9 10
Cash flow from continuing operating activities before
exceptionalitems and taxation 368 371
Exceptionalitems and tax paid (52) (36)
Capital expenditure, capital payments on finance
leases less proceeds from sale of fixed assets (Capex) (86) (96)
Interest on borrowings and finance leases less
interest receivable (140) (149)
Acquisitions and disposals 1 99
Debt refinancing activities (96) (102)
Free cash flow before equity (5) 87
Dividends paid (56) (55)
Net cash flows from operating activities — discontinued
operations - 10
Netincrease in cash and cash equivalents (61) 42
Cash conversion (%) 94 92

Cash conversion remained healthy at 94% (2017: 92%) and was higher
than the prior year due to the reduced impact of working capital. Cash flow
from continuing operating activities before exceptional items and taxation
was in line with the prior year with the decline in Trading EBITDA and
movement on working capital offset by a reduction in the adjustments
included within other items. Excluding pensions and provisions, the
change in working capital reduced by £11m compared to the prior year.
Pension deficit reduction payments of £21m (2017: £20m) increased in

line with the agreementin June 2017.

Capexincluded £34m of IT transformation capex, the final tranche of
the investment originally set out at the IPO and £53m of maintenance
capex offset by a £1m capex accrual. The IT investments to date have
significantly strengthened and modernised the AA’s foundations,
particularly in the development of our dispatch system, the AA app and
new digital sales platform and in the specification and development of
our membership system whichis yet to be fully implemented. We have
also laid the foundations for growth in our Insurance business through
investmentin new technology and the creation of our in-house
underwriter. However, more needs to be done to achieve sustainable
long term growth in both Roadside and Insurance. Our strategy involves
an additional £73m of growth capex over the next three years and
projected maintenance capex of approximately £55m per annum.

Free cash flow before equity for continuing operations was an outflow
of £5m (2017: inflow of £87m).

The Group’s cash balance has decreased to £150m (2017: £211m).

The debt refinancing in July 2017 led to a net cash outflow for the year

of £61m (2017: £42m inflow). A new Working Capital Facility of £75m,
reduced from the previous £150m facility, was putin place to 31 July 2021
onareduced marginand currently remains undrawn. Cashis

heldin AAA money market funds for easy access and high liquidity.

We are required to hold segregated funds as “restricted cash” in order
to satisfy regulatory requirements governing our regulated businesses,
including the Insurance Underwriting business. These restricted cash
balances haveincreased to £29m (2017: £23m) principally due to the
growth in the Underwriting business.

Capital management

The Group capitalis a combination of net debt and equity. As at 31January
2018, net debt was £2.7bn while the equity market capitalisation was
£0.8bn.

The Directors seek to achieve an appropriate balance between the higher
return thatis possible with borrowings and the advantages and security

of equity funding. We aim to reduce both the amount of net debt and the
cost of servicing it over time with the overall aim of lowering net debt to
EBITDA to between 3 to 4 times in the medium to long term. The inevitable
consequence of declining profitability in FY19 is that our leverage ratio
willincrease further in the next 12 months and we expect net debt to
EBITDA to peak at around 7.8xin January 2019. While this level of gearing
is high we intend to reduce it by growing EBITDA and generating cash to
pay down debt.

In July 2017, we completed a further refinancing package which resulted in
the extension of the maturity of debt and further savings in annualinterest
costs. We used some of our free cash flow partially to pay down debt.

The Group issued Class A6 notes for a principalamount of £250m under
the multi-currency note programme listed on the Irish Stock Exchange
and used the proceeds to redeem the remaining Class Aland Class A4
notes. At the same time, the Group used available cash resources to
reduce by £98m its senior term debt and extended that facility through
the replacement of the existing Senior Term Facility with a new Senior
Term Facility. The new facility extends the maturity of the senior term
debt from 31January 2019 to 31July 2021.

The Class A6 notes were issued on 13 July 2017 and have an expected
maturity date of 31July 2023. The notes have a coupon of 2.75% payable
semi-annually inarrears. The proceeds from the issue were used to
redeem all of the remaining £175m 4.72% Class Al notes and £55m 3.78%
Class A4 notes plus make-whole payments that were paid on 31July 2017.

As described above, a new Working Capital Facility of £75m, reduced
from the previous £150m facility, was put in place to 31July 2021ona
reduced margin. This remains undrawn.

The extension in maturity of debt means that the next repayment of
borrowingsis due in July 2020. The initialannualinterest saving is
expected to be c£3m for the years ending 31July 2018 and 31July 2019,
then willincrease to an annualinterest saving of c£14m for the year
ending 31January 2020 as a result of the expiry of the existing hedging
arrangements allowing the use of more of our free cash flow to pay
down debt. Inaddition, there will be a saving of fees amounting to
£0.6m following the reduction of the Working Capital Facility.

Therefinancing isin line with our capital management strategy to

reduce overall group borrowings as well as the associated interest cost.
Since the IPO in June 2014 we have reduced gross borrowings by £623m
and the annual debt interest cost on our borrowing by £90m excluding
the hedging costs.
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Financialreview
continued

The capital structure at 31January 2018 is summarised below:

CAPITALSTRUCTURE

Expected Interestrate Principal

maturity date % £m
Senior Term Facility 31July 2021 571 250
Class A2 notes 31July 2025 6.27 500
Class A3 notes 31July 2020 4.25 500
Class A5 notes 31January 2022 2.88 700
Class A6 notes 31July 2023 2.75 250
Class B2 notes 31July 2022 5.50 570
Totalborrowings 4.52 2,770
Finance lease obligations 64
Cashand cash equivalents (150)
Totalnet debt 2,684
Equity (valued at close
on 31January 2018) 770
Total capital 3,454

The weighted average interest rate for all borrowings of 4.52% has
been calculated using the effective interest rate and carrying values on
31January 2018.

The Company continues to evaluate the optimal refinancing strategy of

its debt maturities and coupon payments including the A notes, B notes
and Senior Term Facility. Early redemption of the A notes will resultin
make-whole interest penalties up to the date of maturity, the B2 note also
has make-whole interest penalty provisions up to 31July 2018, after which,
areducing sliding scale premium on redemption of the principal needs

to be paid up to 31July 2020. The cash generative nature of the business
and the strategic priorities outlined for growth mean that we remain
confidentin our ability to service the interest obligations on our debt for
the foreseeable future.

On13 April 2018, S&P Global Ratings reaffirmed the credit rating of our
Class A notes at BBB- and the Class B2 notes at B+.

NETDEBT

2018 2017
Yearended 31January £m £m
Senior Term Facility 250 348
Class Anotes 1,950 1,930
Less: AA Intermediate Co Limited group cash and (50) (136)
cash equivalents
Net Senior Secured Debt' 2,150 2,142
Class B2 notes 570 570
Finance lease obligations 64 67
Net WBS debt? 2,784 2,779
Less: AA plc cash and cash equivalents?® (100) (75)
Totalnet debt 2,684 2,704
AAplc Trading EBITDA 391 403
AA Intermediate Trading EBITDA* 393 414
Net debt ratio® 6.9x 6.7x
WBS leverage ratio® 7.1x 6.7x
Senior leverage ratio’ 5.47x 5.2x
Class A free cash flow: debt service® 3.3x 3.3x
Class B free cash flow: debt service® 2.4x 2.3x

1 Principalamounts of the Senior Term Facility and Class A notes less AA Intermediate Co Limited
group cashand cash equivalents.

2 WBS debt represents the borrowings and cash balances within the WBS structure headed by
AA Intermediate Co Limited. Thisincludes the principal amounts of the Senior Term Facility,
Class Anotes, Class B notes and finance leases less AA Intermediate Co Limited group cash
and cash equivalents.

3 Totalcash and cash equivalents for the Group excluding the value reported as the AA
Intermediate Co Limited group cash and cash equivalents.

4 AAIntermediate Co Limited group Trading EBITDA including discontinued operations as
calculated by the debt documents.

5 Ratio of Total Net Debt to AA plc Trading EBITDA for the last 12 months.
6 Ratio of Net WBS debt? to AA Intermediate Trading EBITDA for the last 12 months.
7 Ratio of Net Senior Secured Debt'to AA Intermediate Trading EBITDA for the last 12 months.

8 Ratio of last 12 months free cash flow to proforma debt service relating to the Senior Term
Facility and Class A notes as calculated by the debt documents.

9 Ratio of last 12 months free cash flow to proforma debt service.

In order to comply with the requirements of the Class A notes, we are
required to maintain the Class A free cash flow to debt service ratioin
excess of 1.35x. The Class B2 notes require us to maintain the Class B2
free cash flow to debt service ratio in excess of 1x.

The Class A and Class B2 notes therefore place restrictions on the Group’s
ability to upstream cash from the key trading companies to pay external
dividends and undertake those finance activities which are not restricted.

The Class A notes only permit the release of cash providing the senior
leverage ratio after payment s less than 5.5x and providing thereis
sufficient excess cash flow to cover the payment.

The Class B2 note restrictions generally only permit the release of cash
providing the fixed charge cover ratio after payment is more than 2:1
and providing that the aggregate payments do not exceed 50% of the
accumulated consolidated netincome.

KEY CASH RELEASE METRICS

2018 2017
Net senior leverage (AA Intermediate Co Limited group)' 5.47x 52x
Excess cash flow? £91m £194m
Fixed charge cover ratio® 3.0x 3.0x
Consolidated netincome* £208m £214m

Note that the above table relates to the financial activities of the AA Intermediate Co Limited group
and therefore will differ from those of the AA plc Group.

1 Ratio of net Senior Secured Debt to Trading EBITDA of AA Intermediate Co Limited group for the
last12 months. This excludes AA plc cash and cash equivalents.

2 Cumulative free cash flow, since 1February 2013, reduced by dividends paid by the AA
Intermediate Co Limited group and adjusted for items required by the financing documents.

3 Ratio of fixed finance charges to Trading EBITDA.

4 Cumulative profit after tax, since 1May 2013, adjusted for items required by the financing
documents and reduced by dividends paid by the AA Intermediate Co Limited group.

Dividends

We reviewed our dividend policy as part of our strategy refresh and have
setanew policy. This has also had animpact on dividends for the 2018
financial year.

We recommend a final dividend of 1.4p per share in respect of FY18
subject to approval by shareholders at the forthcoming AGM. At the
interim results for FY18, the Board declared that the interim dividend
would be maintained at 3.6 pence per share and it was paid on

10 November 2017. Total dividends for FY18 are therefore expected
to be S5p per share.
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Dividend policy and proposal for FY19

Viability statement

The Board has changed its policy on dividends as a result of the
investment outlined as part of our strategy update, and the operation of
the dividend gating covenant under the Whole Business Securitisation
debt structure (WBS). The release of cash from the WBS to the PLC level
can only be permitted providing the senior leverage ratio (the A notes and
Senior Term Facility), after payment, is less than 5.5x and providing there
is sufficient excess cash flow to cover the payment. We currently have
available cash of £79m at PLC level, outside of the WBS.

We propose paying two pence per share per annum from FY19 until such
time as the Board is satisfied that profit and free cash flow enable a change
individend policy.

We currently expect the dividend in respect of FY19 to be split 0.6p
per share for the interim and 1.4p per share for the final.

Pensions

On 8 June 2017, the AA announced that the triennial review of the AA’s UK
defined benefit pension scheme had been concluded and the Trustee and
the AA had come to agreement on the deficit funding plan. This plan was
based onthe triennial valuation of the UK’s pension scheme deficit as at
31March 2016 of £366m and compared with the previous 2013 triennial
deficit valuation of £202m. The increase in the deficit was largely caused
by the reduction in long-term gilt yields.

We have agreed a nine-year deficit recovery additional funding plan with
the Trustee, taking into account the continued funding of the previous
deficit. We will make additional contributions of:

> £8m per annum until March 2019

> £11m from April 2019 for one year

> £11m plus inflation per annum from April 2020

> £13m from April 2021 for one year

> £13m plus inflation per annum from April 2022 to June 2026

These willbe incremental to the existing deficit reduction contributions
to the UK pension scheme of £13m increasing with inflation through to
2038. The total deficit reduction payment to the UK pension scheme in
the 2018 financial year was £19m. The next triennial actuarial review is
scheduled as at 31March 2019.

The UK pension deficit under the defined benefit scheme was £188m
(2017: £325m), as reported under IAS19.

The AA has also putinto action the changes to the defined benefit pension
scheme which has Final Salary sections and a CARE (career average
revalued earnings) section. Allemployees that were in the Final Salary
section of the scheme were moved to the existing CARE section to build
up future defined pension benefits. Changes were also made to the CARE
section with the inflation measure for pension indexation moved to CPI
from RPland additional employee contributions of 1.5% of salary and
achangetoaccrualrates.

This approach has mitigated some of the recent increases in ongoing
pension service costs. Overall, the changes have reduced our exposure
to pensionrisks, increased our competitiveness within our industry and
provided for a more consistent pension offering across our existing
defined benefit scheme members.

The Board has assessed the prospects of the Company in the context of
the current financial position of the Group and the principal risks described
on pages 34 to 37. This assessment was considered in the context of the
Group’s strategic planning over a period of three years from February
2018. The Directors considered a number of potential downside scenarios
to the Group’s plan. These related to the Principal Risks on a scale of the
potentialimpact based on the probability of occurrence.

The ability of the Group to refinance its debt on the various expected
maturity dates (as disclosed in note 20) is a key assumption within this
assessment. Following the refinancing in both December 2016 and July
2017, the Group has significantly reduced the amount of borrowings due
with the next three years, however the Group will have to refinance
£500m A3 notes (due 31July 2020) over this period. The Directors
continue to believe that, given the high liquidity of the sterling bond
markets, the recent strong take-up of the new Class A5 noteissue in
December 2016 and the A6 note issued in July 2017, and the strong cash
flows of the business, the likelihood of an inability to refinance is very low.
In addition, the Directors would expect to refinance these borrowings
inadvance of the due date so that the Group continues to have access

to anumber of refinancing opportunities including bond issues, bank
borrowings and repayment from existing cash resources. If the Class A
notes or the Senior Term Facility are not repaid within 12 months of their
due date, then the WBS group will be restricted inits ability to pay
dividends untilthose borrowings are refinanced.

The Class A notes are currently rated as BBB- and this was reaffirmed by
S&P Global Ratings on 13 April 2018. In the event of a downgrade, there is
no immediate operational or financialimpact on the business. Inthe event
that the rating is not reinstated by the time of a refinancing of the Class A
notes, there would be no restriction on the Group’s ability to refinance
although thisis likely to be at a higher coupon value. In the event that the
rating is not reinstated by the time of a refinancing of a Class B2 note,

the Group will be unable to refinance these notes within the WBS and

will have to find an alternative source of funding.

As a highly leveraged business, the Group is subject to loan covenants
as well as the requirement to pay liabilities when they fall due. The plan
and downside scenarios were therefore assessed in this context and the
business remained comfortably able to make payments and comply
with covenants over the forecast period.

Finally the Board considered what level of stress would cause the
business viability to be put into question by means of a reverse stress test.
Thisindicated that the viability of the business would be threatened by

an unexpected cash outflow of £105min each year of the current 3 year
strategic planning horizon. Any usage of free cash flow on deleveraging
over this 3 year period will reduce this headroom. The Directors felt it
unlikely that an unexpected outflow of this magnitude would occur.

Having considered all these elements of the assessment carefully,

the Board has areasonable expectation that the business will continue
in operation and meet its liabilities as they fall due for at least as long

as the strategic planning time horizon.

Ll 2

Martin Clarke
Chief Financial Officer
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Risk Management

Effective risk
management is key to
the delivery of the AA
strategic objectives.

AARisk Management Framework

Risk Registers

Our Risk Management Framework Policy
requires all areas of the business to maintain
arisk register whichis to be reviewed ona
regular basis. Risks from this “bottom up”

risk identification exercise are linked to the
principal risks identified by the AA plc Board
which are documented in this Annual Report &
Accounts on pages 34 to 37. Eachrisk register
‘owner’is required to formally self-certify the
completeness and correctness of their risk
register(s) on a quarterly basis and confirm the
effectiveness of the corresponding controls.
This helps underpin the Risk Management
Framework. In addition, each senior member
of the Management team has his/her own set
of “Top Risks” which are reviewed regularly.

Risk assessment

Risks are assessed and scored for probability
and impact, both inherently (i.e. without
controls) and residually (i.e. with controls).
Atargetrisk scoreis also set. If the residual
risk scoreis higher than the target score,

then appropriate actionis agreed to ensure
therisk exposureis at the desired target level.

Incidents and near misses

Animportant part of the Risk Management
Framework is the identification and

reporting of incidents and near misses
including root cause analysis. This helps
inform the assessment of risk and highlights
areas for controlimprovement actions. The AA
encourages and fosters a culture of openand
honestincident and near miss reporting.

Keyriskindicators/tolerances

The Risk Management Framework is also
supported by key risk indicator management
information. Thisis used to monitor the position
against the desired risk exposure and to monitor
trends and changing factors enabling early
corrective action. Where applicable, tolerance
levels have been set for risks. Management
information reporting provides regular updates
to ensure that the risk exposure remains within
the desired tolerance level, oris brought to

the attention of the relevant management for
corrective actions to be agreed and monitored
to completion.

Controlverification

The effectiveness of primary controls for
key risks are verified by the operationand
reporting of management “snap checks”
(control effectiveness tests).

Remedialactions

Management actions are documented,
implemented and reported to the appropriate
risk forum and tracked to resolution, if any of
the following issues arise:

>Risk exposure greater than desired target

>Assignificantincident or near miss occurs that
indicates a control deficiency or previously
undocumented risk exposure

> Adverse key risk indicator/tolerance reporting

> Adverse ‘snap check’ results

>Issues arising from audit, compliance and
otherreviews

Principalrisks

The Directors regularly review the principal risks
facing the Group, including those that would
threaten business strategy. Theserisks are
detailed below together with the key mitigating
actions/controls, a summary of changes during
the year and the primary key performance
indicators (KPls).

Risk appetite

Therisk appetite for the AA is documented and
approved by the Risk Committee on behalf of
the Board. The AA’s Risk Appetite Framework
defines the amount of risk the organisation

is willing to take in achieving its strategic
objectives.

The AA brand and the positive perception

and promotion of the AA brand are key to the
continuing success of the AA. The Group
therefore seeks to mitigate, control or avoid risks
which may have a negative impact on the brand.

Many of the AA’s activities relate to successfully
managing logistics - roadside repair and
recovery, arranging suitable insurance and
financial products. Our customers trust us to
source/provide products and services which
deliver good customer outcomes.

The AArelies ona number of business partners
and believes they should be fairly treated and
that the AA should ensure that these partners
provide services and products of a suitable
standard to both the AAand AA members.

With our heritage as a membership organisation,
we have a strong sense of customer fairness

and therefore seek to avoid potential conduct
risk, unethical behaviours and unfair customer
outcomes.

The AA willaccept a considered and balanced
exposure to risks in order to acquire, grow or
defend market share.
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The AA has a zero appetite for systemic
non-compliance with legaland regulatory
requirements.

We are exposed to movements in the market
value of assets (particularly asset valuesin the
Pension Fund) and interest rates on a proportion
of our debt. We do not take market risks for
reward and use appropriate risk management
techniques to reduce the effects of market risk
onthe Group including interest rate hedging.

The AA seeks to obtain the best available return
onits cash commensurate with its risk appetite,
minimising credit risk exposure to any one
particularinstitution and maintaining a balanced
investment portfolio.

The AA seeks to ensure that sufficient liquidity
isalways available to meet the immediate
requirements of the Group.

Risk Model

The AA uses a bullseye risk model to guide
the business in the identification of risks
to the organisation. This considers core
(including evolving), transitional, strategic
and horizon/emerging risks.

>Corerisks
The risks that are a daily part of our
business activities (business as usual
risks). They may be constant or may be
evolving over time.

> Transitionalrisks
The risks that are present as a result of
initiating and making changes.

> Strategicrisks
Any risk that may adversely impact upon
the delivery of a strategic objective.

> ‘Horizon’ (or emerging) risks
New/potential threats or opportunities
that we need to prepare for. These are
also considered as part of the strategy
and three-year planning process.

Appropriate and effective business risk
reporting has been putin place to track the
position against risk appetite. These reporting
arrangements are regularly reviewed for
adequacy and effectiveness.

Threelines of defence

The Company operates a “three lines of
defence” model. The model distinguishes
between functions that have prime
responsibility for identifying, owning and
managing risks (first line), oversight and control
functions (second line) and functions providing
independent assurance (third line). All three
lines of defence have specific tasks in the
internal control governance framework. Inthe
light of the increase in regulation and continued
focus on governance, risk managementand
compliance, the Company has recently recruited
an experienced Chief Risk Officer to strengthen
its second line capability.

Controlassurance map
Our controlassurance map takes information
from the risk and control output of the first

line of defence to highlight the most significant

risks and to indicate any areas where controls
are not operating effectively or there have
beenriskincidents. The map also contains
the principalrisks identified by the Board.

Onto this we map the second line - Compliance

and Risk Monitoring — and third line — Internal
Audit — assurance activity for the current year,
prior year and year ahead to provide a view on
the coverage of these assignments as wellas
the ratings of those assignments that have
been completed. This is designed to help
ensure the assurance plans cover the most
appropriate areas.
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Risk Management
continued

Principalrisks

1. Outstanding service

We are unable to maintain
an outstanding service

Risk trend °

Primary KPlIs (see pages 22 and 23)

>Breakdowns attended

Innovate and grow Roadside

Description

The AA’sbrand and its continued
success, and, in particular, the loyalty
of its customers, relies on delivering
outstanding service thatis superior
to the rest of the market. Inadequate
investmentintechnology, systems,
people and processes would place
this objective atincreasing risk.

Mitigation

We will continue to protect the
ability of our Patrols to provide
excellent service through providing
them with connectivity to state of the
art scheduling systems, investing
inin-van technology and equipment
and providing excellent training

and support.

Ongoing monitoring of complaints,
press reports and social media
through structured processes,

including Compliance and Risk
oversight, helps inform our service
performance and offerings.

Changeintheyear

While our repair rate and single-task-
completionare atan11-year highand
under-bonnet times a 9-year low,
restricted operational flexibility and
extreme weather events resulted
inanincreased use of third party
garages in busy periods which added
costand decreased profitability.
Workis ongoing to increase the
flexibility of the patrol force, reduce
costandimprove customer service.
Our AA breakdown app has now
been downloaded by more than

one million personal members
andis beingactively usedin 29%

of breakdowns.

Also see pages 24 and 25 for further
details on Our performance during
the year.

Impact, likelihood and trend
Delivering outstanding serviceis
fundamental to our future and our
brand. The impact of failure to deliver
the best service in the market would
be very high. The actions we are
taking toincrease the flexibility

of the patrol force and improve

our forecasting will reduce the
probability of this risk crystallising.

Inclement weather willalways have
animpactondemand and we are
revisiting our winter surge plan to
make sure we are in the best
position to deal with significant
weather extremes.

2.Roadside market share
and margin

We are unable to maintain
our market share and an
ability tocommand a
price premium on our
roadside services

Risk trend Q

Primary KPIs (see pages 22 and 23)

> Paid personalmembers

>Business customers

> Average income per member

> Average income per business
customer

Principalrisks

3.Insurance broking business

Price comparison sites
will further damage the
insurance broker model

Risktrend @)

Primary KPlIs (see pages 22 and 23)

>Insurance policies

> Average income per motorand
home policy

Description

Competitors, suchas Green Flag,
that provide roadside services at
alower price or have a different
business model together with
changesin cartechnology threaten
our market share. If we charge a
price premium thatis above what our
service can sustain, we willnot grow
our member or B2B customer base
and, in the long-term, sustainably
grow profits. We need to improve,
innovate, demonstrate and deliver
asuperior proposition and ensure
our pricing is competitive relative

to this position.

Mitigation

We are continuing to improve our
roadside membership proposition by
strengthening our roadside product
offerings and engaging more
members in additional benefits.

Accelerate growthinInsurance

Description

The consumer use of price
comparison sites may continue to
transfer value from ourinsurance
broking business.

Mitigation

We continue to use our strengths
inthe brand, channels and data to
mitigate this risk.

We have putin place processes

for significantly more effective
advertising campaignsand are
introducing new CRM systems to
improve our communications with
members, which includes engaging
members in their existing services
and benefits to drive loyalty.

Our pricing team has significant
expertise to monitor market
pricing levels.

Changeintheyear

Car Genie, our Connected Car
product, was launched during
the year.

Also see “Market context” for further
details on our positionin the market
including threats from improving
carreliability, electric vehicles,
carpooling, Connected Carand
autonomous vehicles and how,

if we react appropriately, these can
be opportunities for the AA.

Changeintheyear

Our Motor Insurance book has
increasedin the yearasaresult of
the growth in our underwriter and
rollout of insurer hosted pricing.
The Home Insurance book declined
as we took a longer term approach
to our underwriting strategy and
product offerings.

Also see “Market context” for further
details on our position in the market
including threats from claims and
premium inflation, developing

scale, technology and regulation
and legislationand how, if we
reactappropriately, these can

be opportunities forthe AA.

Also see “Our business model” for
details on the competitive landscape.

Impact, likelihood and trend
Long-termthe AA will find it
challenging to grow profit
sustainably if its membershipis
declining. Therefore, the impact of
membership growth s criticalin the
long-term, as is maintaining key
business relationships such as the
Lloyds Banking Group contract
whichis up forrenewalin 2018.

Membership has remained relatively
stable in the last 12 months.

The business is focused onrealising
a sustainably growing membership
and recognises the need foramore
distinctive and differentiated offering
to mitigate competitive pressures.

Also see “Our business model” for
details on the competitive landscape.

Impact, likelihood and trend

The competitive threat from
aggregators remains unchanged,
however the success of ourin-house
underwriter and the adoption of
insurer hosted pricing enables us
to better respond to this threat.

We will broaden our footprint by
targeting new customers who have
never been members of the AA,
and younger drivers.
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Key: Impact, likelihood and trend

° Decrease inrisk profile @ Same as last year c Increasein risk profile

Principalrisks

4.Insurance underwriting

Higher than anticipated
claims costs

Risktrend Q

Primary KPI (see pages 22 and 23)

>Underwritteninsurance policies

Principalrisks

5.Business transformation

We are unable to
successfully complete
essential business
transformation

Risktrend °

New risk

Accelerate growthin Insurance (continued)

Description

There arerisks of higher than
expected claims frequency,
higher average cost per claim or
catastrophic claims.

Mitigation

Strict underwriting guidelines

are used to reduce claims
frequency, development and costs.
Thereinsurance structure using
co-insurance and quota share
proportionately reduces the AA’s

risk. Excess of loss reinsurance is
also used to protect against costly
individual claims.

Changeintheyear

Ourinhouse underwriter, launched
inJanuary 2016, (@ member of our
Broking panel) continues to grow
its Motor and Home books.

Also see “Our business model” on
pages 5-7 for details on the
competitive landscape.

Operationaland Service Excellence

Description

We must continue to transform the
AAto achieve the required efficient
customer centric services and to
develop the business.

Thereis stillmuchtodoand

the required improvements to
process, embedded ways of working
and culture, inherently involves
risksin a customer facing service
environment.

Mitigation
There is an ongoing cost efficiency
and process improvement

programme in place with progress
tracked at regular Management
Business Reviews.

Arigorous approach is takenin
implementing changes to achieve
satisfactory control, with ongoing
monitoring and reporting.

We have a talent management
modelin place, where skills gaps are
identified and development and/or
recruitmentinitiatives are actioned.

Changeintheyear

The year has seenincreasing
management and employee stretch
as the various change and product

Impact, likelihood and trend

The occurrence of very large one-off
claimsis expected to be low in
volume but we have reinsurance
arrangementsin place which caps
our maximum exposure per claim.
The occurrence of smaller claims

is built into our pricing models and

is carefully monitored.

developmentinitiatives have been
rolled out.

The AAhasinvestedin people to
effectively manage transformationin
the business, with the recruitment of
anew COO, ClIO and adedicated
transformation team.

Also see “Our strategy” on page 14
for further details on transformation.

Impact, likelihood and trend
Strong management capability and
oversight have been putin place to
better manage this risk.

6.IT transformation

We are unable to
successfully deliver
the essential IT
transformation
required

Risk trend °

Description

An essential programme of renewal
and enhancement of our IT estates is
in progress to address the risks to our
brand and our competitive capability.
The IT transformationis extensive
and involves a continuing complex
programme of work. Given the scale
and complexity, the programme
involves inherent risks to the timely
delivery of thisimplementation.

Mitigation

Proven methodology with specialist
IT development skillsisin place to
manage this risk. The programmeiis
being led by executives with a proven
track recordin IT transformation.

The programme is subject to
considerable scrutiny by the
executive management team

and regular progress reports are
reviewed by both the Risk Committee
and the Board.

Changeintheyear

Investmentin new IT systems over
the last three years hasimproved
our productivity and marketing
and digital capabilities. We have
committed to slowing the pace

of theimplementation phase to
mitigate the risk of management
stretch and ensure adequate
impactassessments are undertaken.
We are building onthe strong,
new foundations now in place.

FurtherinvestmentinIT development
forms part of the new strategy.

Also see “Our strategy” on page 14
for further details on transformation.

Impact, likelihood and trend

The ability to manage and enhance
existing legacy systems as wellas
implementing new IT systems are
key to the successful ongoing
development of the AA. The adverse
impact of a material delay to the
implementation of the programme
would be high.

7.Safety

We are unable to
maintain the safety
of our workforce
and members

Risk trend New

Description

We must continue to effectively
manage the risks to the safety of
our workforce and members and
ensure controls are deployed to
achieve this. Accountability to
take actionis essentialin thisasis
oversight, review and embracing
continualimprovement.

Mitigation

We have arobust and externally
audited integrated health, safety and
environmental (HS&E) management
system as wellas localarrangements
where appropriate.

We regularly review all our HS&E
risks and controls to ensure they
remain fit for purpose.

We have in place safety improvement
programmes which are SMART and
drive the continualimprovements

we aspire to.

We have arobust monitoringand
assurance process whichincludes
safety performance and s reviewed
atthe PLC Risk Committee and the
Executive Riskand Compliance
Committee.

We have a dedicated team of health
and safety advisors who are all
members of the chartered body
IOSH (Institution of Occupational
Safety and Health).

Changeintheyear

Thisisanew principalrisk. The AA
continues to strive to maintaina
safe environment for employees
and members.

Please also refer to the Corporate
Responsibility section on page 42
for detailed performance this year.

Impact, likelihood and trend
Protecting our employees’ safety
whilst they are at work is fundamental
toour values and our brand.

The impact of failure to look after our
employees would be very high and
couldresultinnot only death or serious
injury, butanincreasein civil claims
and enforcement action against the
Company and/or its Directors.

Protecting our membersis also of
paramountimportance. As the
market leader for roadside repair
and recovery our members’ safety is
always considered when agreeing
working practices. This willalways
be the case and members canrely
onthe AAto put safety first.

The consequences of poor safety at
the roadside can be fatal. AA working
practices are designed to reduce the
probability of accidents to a minimum
although given the environmentin
which we provide roadside service it
is not possible to eliminate this risk.
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Risk Management
continued

Principalrisks

8.Growing the business

We are unable to grow
the businessina manner
that complements and
sustains the brand

Risktrend °

Primary KPIs (see pages 22 and 23)

> Paid personalmembers

>Insurance policies

>Franchised driving instructors

>Trading EBITDA

CreateaHigh Performance Culture

Description

We may be unable to develop and
grow new profitable business
products and lines that complement
the customer experience and which
demonstrate standards and values
that underlie our core brand.

Mitigation

We continue to pursue new
opportunities that complement our
core brand.

Proposed new products and
changes to existing products are put
through our product development
processand are reviewed by the
Product Outcomes Forum, (which
meets frequently throughout the

year)and includes Executive and
senior attendees from the various
business areas together with
Compliance and Risk oversight.

Changeintheyear

Anew business strategy was
announced in February 2018 to
innovate and grow the Roadside
businessand investtoaccelerate the
growth of the Insurance business.

We expectincreased product
innovation aligned to our Connected
Carandinsurance growth strategy.

Also see Our performance on
page 24 for comparisons with our
positionin the previous financial year.

Impact, likelihood and trend
Theimmediate impact is low as this
ismore along term matter.

Inthe long term without our effective
controlframework whichisin place,
our products would become
uncompetitive, less relevant to the
market place and fail to keep pace
with member and customer needs.

We are uniquely positioned to play
acentralrole in shaping the way the
market reacts to emerging trends,
suchas Connected Car, electricand
hybrid vehicle growth and changing
ownership models.

9.0urpeople

Ineffective human
resources to achieve
the AA objectives

Risk trend New

Principalrisks

10. Debt leverage and pensions

Debt: We are unable
to manage our debt

Risk trend °

Primary KPIs (see pages 22 and 23)

>Leverage

> Interest cover

>Trading EBITDA

> Free cash flow before equity

Description

Failure to recruit, train, develop and
retain employees who have the skills
and experience required by the
business. Employee costs excessive.
Staff of insufficient calibre.

Mitigation

The AA operates an emerging
talent programme to help develop
employees through external
qualifications. To attractand
develop new talent we operate
apprentice schemes for both indoor
and outdoorroles.

Changeintheyear
Ourrecentemployment engagement
survey highlighted a number of

Financialand other

Description

The Company is unable to repay or
refinanceits debtatan acceptable
price.

Mitigation

We have strong recurring cash flows
which support the current capital
structure, and which willenable us
toreduce leverage over timeinline
with our stated strategy.

Changeintheyear

The Company completed a further
debt refinancing structuring this year
taking advantage of the low interest
rate environment to reduce near term
debt. No debtis due to be repaid until
31July 2020 (the A3 notes). In order
forthe Group to be able to refinance

culturalchallenges and employee

moraleissues. Aplanisinplaceto

improve the AA as a place to work

and we have established channels
for open communication.

Following the dismissal of Bob
Mackenzie (see page 50 for further
details) our corporate governance
has been significantly improved

by splitting the roles of CEO

and Chairman.

Simon Breakwell has initiated a
number of senior management
changes and a full review of our
priorities to ensure we have the right
resources focused on the correct
activity. Significant re-organisations

its borrowings, itis a key assumption
ofthe Directors that the Capital
Markets remain open to the Group.
The Directors continue to be
confident that they will be able to
refinance these borrowings atan
acceptable price. We will continue
to make additionalrepayments
toreduce the debtburdenas
opportunities for this arise.

Whilst the Company remains highly
leveraged, this further restructuring
improves the ability of the Company
to manage unforeseen financial
shocks.

Please also refer to the Financial
review on pages 27 to 31.

have taken place in our contact
centres.

Please also refer to the Corporate
Responsibility section on page 40 for
further details.

Impact, likelihood and trend

Ifthe AA does not have the right
people skills in sufficient numbers,
this willimpact on our ability to
deliver our strategy and three-year
planand the level of customer
service whichis expected from
the AAbrand.

Impact, likelihood and trend

If this risk materialised, the Group’s
bondholders would appointan
administrative receiver torunthe
business for cash untilall secured
debtis repaid. However, the AA
continues to be a high cash
generating organisation and the
likelihood is therefore very low.

A downgrade of the Class A notes
would impact our ability to refinance
(see the viability statement).
However, S&P have recently
reaffirmed the current ratings.

Interest rates may increase in the
future and may therefore be higher
when debtis due to be repaid or
refinancedin July 2020.

Pension: We are unable
to meet our pension
liabilities

Risk trend 0

Primary KPIs (see pages 22 and 23)

>Trading EBITDA

Description

The Company has a large defined
benefit (DB) pension scheme,
currently in deficit, whose assets
and obligations are subject to future
variation frominvestmentreturns,
longevity and other similar factors.

Mitigation

The UK pension schemeis supported
by acompany covenantand the
assets and obligations of the scheme
are kept under review. The DB
schemeis closed to new entrants.

Changeintheyear

A pension consultation process with
employees has been successfully
completed and changes to the
pension schemes implemented,
including closure of the final salary
pension scheme and move of
participants to the Career Average
Section, to mitigate future exposure
on the pension liability risk.

The Groupis still exposed to future
variation frominvestment returns,
longevity and other similar factors.
In June 2017 the Group completed
the triennial valuation of the UK

pension scheme agreeing a funding
deficit of £E366m. We have agreed a
nine-year deficit recovery additional
funding plan with the Trustee, taking
into account the continued funding of
the previous deficit.

See note 25 of the financial
statements.

Impact, likelihood and trend
With the potential continuing
volatility in the markets and
globaleconomic uncertainty the
likelihood of the risk of increasing
pension deficits remains high.
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Key: Impact, likelihood and trend

Q Decrease inrisk profile Q Same as last year ° Increasein risk profile

Principalrisks

11. Information security/Cyber
crime/Databreach

We are unable to protect
ourselves froma
significant data breach or
cyber security incident

Risktrend @

Financialand other

Description

Criticalinformationis not available
where and whenitis needed.
Theintegrity of criticalinformation
is corrupted or the confidentiality
of commercially sensitive, private
or customer informationis
compromised by inappropriate
disclosure. A serious data breach
occurs.

Mitigation

The AA has an ongoing programme
of security improvements to maintain
asuitable level of security for the
increasingly sophisticated world-
wide cyber threats. Controlsinclude
information security awareness
training, preventative and detective
security, a specialistinformation
security team, and information
security requirements being
includedin third party arrangements.

New risk

The AA benchmarks its security
controls against the Center for
Protection of National Infrastructure
(CPNI)and associated Critical
Security Controls (CSC).

Changeintheyear

While we have made further
progress enhancing our IT security
and defences against cyber-crime,
the externalenvironment continues
to beincreasingly hostile to all
businesses. A third party provider of
servicestothe AAhadanincorrectly
configured server and this exposed
datafor 91,590 customers. The
vulnerability in the third party’s
systems was closed promptly when
it wasidentified. An exercise was
undertaken to communicate with
the affected customers and the
matter was reported to the ICO and
the FCA, althoughitdid notarisein

our regulated business. We consider
this to be an emerging/evolving risk
and will continue to take additional
steps toimprove our controls, taking
guidance from external specialists.

We have recently hired a Data
Protection Officerand a new
Information Security Officer to
strengthen the management of
thisarea.

Impact, likelihood and trend

As forany company the impact of this
risk crystallising could be substantial.
The external environment continues
to beincreasingly hostile to all
businesses with cyber-attacks on
companies continuing to be more
sophisticated and more frequent.

12.Regulatoryand
legalenvironment

Description
The changing regulatory
environment could cause currently

Our Regulatory and Legal Change
Committee tracks forthcoming
changes and advises the business

Duplicate cover: The previously
reported remediation exercise
relating to duplicate breakdown

A changing regulatory compliant services to become onchanges required. cover has now been concluded.
. non-compliant, with material . _ )
environment may implications to customer offerings Prodycts are rewte'wed regularly to The dlsmlssalof Bob Mackenzn? for
p gs,
adversely affect pricing and profitability. reaffirm they are fit for purpose. ?t(osi'm|scanci]tjt%t hAazreitJlted in l
. itigation which the AA will vigorously
our activities Failure to comply with regulatory TheAAhasinhouse Legaland contest. See note 36.
obligations could resultin finesand Compliance teams and also takes
Material litigation reputational damage external legaladvice. Impact, likelihood and trend
! . Asin previous years the regulatory
. : I Changeintheyear : ; :
againstthe AA Changesin Government legislation environmentis expected to continue
9 ortaxation could impact the business Regulqtory v_:hangestha’; h?"ethe to be dynamic with a continuing
model. Potleg“?‘ to Ilm paci Ot’? th'sfrt'ﬁk oA programme of regulatory initiatives.
Risk trend ° ISP Include impementation ortne s These additional requirements may
Mitigation Insurance Distribution Directive and ! PR
. A . drive further commoditisationinto
The AA has a zero appetite for preparing for the Senior Managers :
. k . 2 . > the market at the expense of superior
systemic non-compliance with and Certification Regime (SMCR)in service differentiation
Legaland Regulatory requirements. 2018. A projectis being initiated to '
Close engagement with regulatory prepare forthe SMCR. Continuedincreasesin IPT could
SOPUNAR ) make insurance productsincluding
objectivesis coupled with gqod' We have updated ourrgnewal Roadside Assistance less affordable
governance and strong monitoring processes to comply with the new for our customers
processes to ensure that we continue  requirements on price transparency. :
to focus on delivering products and ) Involvementiin litigationis time
services that resultin good customer -FEZZSé‘ggﬁg%gg?gﬁgfﬂ?ﬁg consuming and a distraction for the
outcomes. come into force in May 2018. A major Board and the management team.
Regular dialogue is maintained with multi-disciplinary project has been
the FCA, the Gibraltar Financial putin place to prepare the AA forthe
Services Commission and other changes to data protection that will
regulatory bodies. comeinto effect.
13. Brexit Description Mitigation Impact, likelihood and trend
At this stage of Brexit negotiations, The AA’s Brexit Committee meets While at this stage in Brexit
Negat]ve impact onthe itis difficult to fully identify and to supportthe AA businessin negotiationsitis not possible to
AA lt of B it assess potential risks. The following monitoring and understanding identify risks with certainty, concerns
asaresuttor brexi have been highlighted as of potential  likely impacts of Brexit by: which may have a significant
concernforthe AA: impactinclude:
Risk trend New > Coordinating and evaluating

>Passporting forinsurers and other
regulatory change

>Impacton EU nationalsinthe UK
and potential skill shortages

>Increasing future costs of supplies
and services received by the AA

>UKrecession as aresult of Brexit
reducing the demand for AA
products and services

informationin respect of the
potentialimpact of changes to
external laws, regulations and
codes that affect the AA business

>Considering any other matters as
may be referred to the Committee
by the Board and other groups/
individuals withinthe AA Groupin
respect of the implications of Brexit
onthebusiness

Changeintheyear

Thisisanew riskand the uncertainty
resulting from Brexit is already being
reflected in various externaland
internalrisks.

> Potentialimpact on non UK
domiciled panel members/insurers

>Impactonthe services we provide
covering European travel

> Consequences for EU nationals
working forthe AA

>Uncertainty on future cost base
where goods/services are received
from the EU/abroad

>Changes to regulation

> Potential recession and changesin
consumer behaviorimpacting on
demand for our products and
services
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The AA's commitment to
Corporate Responsibility

Edmund King
AA President

Over the next three years we are committed to
delivering this strategy because it reinforces
what makes this company great - our people,
our Brand and our members. We have now
included two of our top three CSR strategic
priorities which we will be focusing on this
year and next within our principal risks (see
pages 34-37); and which are listed opposite.

In addition, we will continue our work to protect
and respect data, taking into account the new
legislation. We will also continue to support
our local communities and make sure that our
business partners and suppliers are aligned
with our business ethics and commitments.

To further demonstrate commitment to
integrating CSRinto how we do business,
throughout this section we have illustrated how
the AA’s CSR priorities are linked directly to our
business model. Enabling CSR to support our
wider business, we have identified the critical
inputs and values needed to deliver our strategic
objectives. We have also highlighted in this
report, with the use of the relevant logos, how
we are doing our part to help the UK deliver the
2030 Agenda for Sustainable Development
and its Sustainable Development Goals.

As President, | head up the AA Charitable Trust and lead our campaigns
on safety, mobility and environmental issues. But it is the ethos of our
people which lies at the heart of what we do at the AA and at the heart of
our commitment to corporate responsibility.

Following consultation with a wide range of stakeholders, including
investors, suppliers, customers, NGOs and our people, we have changed
ourapproach to CSR. In this year’s report, we are setting outa new CSR
strategy whichis integrally linked to the AA’s values and has a measurable
delivery plan to ensure we achieve our aims. While it is early days, we are

committed to making quick progress.

Key CSR milestones in the 2018 financial year

1.Our people - attracting and retaining talent;
effective employee engagement

>We ran our firstemployee engagement survey,
in several years, OurVoice, and 78% of our
people participatedinit

> We have begun transforming our internal
communications and engagement, developing
an open, high-performance culture

> We launched apprenticeship pathways in our
Emerging Talent Programme, Evolve

2. Safety - of employees and our customers,
members and the wider public

> We had the lowest number of accidents and
reportable incidents in five years

> Over 70% of our people who took partin our
CSR survey felt empowered to look after their
safety and make changes to help improve
safety atthe AA

> We worked with the FiA and other groups to run
the “Don’t text and Drive” bill-board campaign,
fronted by Pharrell Williams, Rafael Nadaland
Fernando Alonso. The AA Trustand Think!also
produced a hard-hitting cinema advert

Theroad to our new CSR strategy

Discovery phase

Stakeholder engagement
undertaken, both with internal
and externalinterested
parties. Areview of what we
hadin place to pullall our
CSRrelated activity together

Materiality analysis

Anassessment was
undertaken looking at how
the AA conducted its business
and which aspects were of
concern to our stakeholders
as wellas our Company,
rating them for their level of
importance (see materiality
assessment map on p39)

3. Environment - emissions from our operation

>We reduced our scope 1&2 CO, emissions
by 11% year-on-year

> We reduced our water consumption by over
10% compared with last year

We also benchmarked ourselves against
othersinourindustry throughindependent
assessments:

>We undertook the Dow Jones Sustainability
Assessment for the first time. We are proud
to be ranked second worldwide in the
Diversified Consumer Services Sectorand
were recognised in the Sustainability Year
Book 2018 as a sustainability leaderin
this sector

> We remained a constituent of the FTSE4Good
Index Series

> Our provision of roadside services achieved
above average scores compared to our
industry sector peersin the Chartered
Institute of Procurement and Supply
(CIPS) Sustainability Index

Set CSR Strategy and measurable delivery plan
Our CSR Strategy - Doing the right thing because we care by:

> Looking after our people, our members, our B2B customers,
our shareholders and bondholders and the community (care)

> Being aresponsible business and the best at what we do (expertise)
>Being arespectful and considerate business (courtesy)
> Ensuring we are a sustainable business (dynamism)

> Working together for a better future (collaboration)
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Materiality assessment
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The AA’s commitment to
Corporate Responsibility
continued
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Achieving our strategic priorities depends on our
people. They represent our Company among
customers and communities. Ouraimis to be
agreat place to work, providing interesting and
challenging opportunities, excellent career
progression, a collaborative, inclusive and
values-based culture for our people. Thisis the
key to creating value for all our stakeholders
whichis why our people are identifiedas a
principalrisk to the successfuland sustainable
operation of our service. The most significant
areas whichimpact this risk are:

> Attracting the right talent/our employer brand

> Retaining talent through development,
engagementand wellbeing

> Gender and diversity

> Anti-corruption and anti-bribery

These areas are controlled through our policies
and processes as well as the monitoring of our
management and control strategies through
regular reviews with senior management.

Both internaland external audits are undertaken
as part of the ISO certifications relating to our
road operations.

QUALITY
EDUCATION

i

Attracting talent and developing
ouremployer brand

This year we launched the new AA careers
website www.theaacareers.co.uk which
wonan award in the 2017 National Online
Recruitment Awards (NORAs) against some
stiff competition. The NORAs views the
recruitment sector from the perspective of
the jobseeker, shining a light on the very best
examplesin our industry. Organisations in our
category included LV=, McLaren, British Gas,
npower and The National Trust.

To deliver the required attraction levels we have
adopted a combination of recruitment channels
all with anew common creative theme and
messaging, to underscore the new central
careers site employer brand message: Ready
for Anything. We also entered a partnership

for candidate management to ensure we'’re
able to deal with the volume of applications

and take care of the candidate experience.

This fundamental change inrecruitment strategy
and brand messaging has helped attract over
30,000 candidate applications (up 200%) and
recruitalmost 700 new employees during 2017.

The AA currently offers Level 2/3 apprenticeship
programmes within our indoor operations, with
plans to introduce these schemes across the
organisationinthe near future.

We continued to actively support the
redeployment of armed services personnel
into civilianroles, promoting AA job
opportunities through both the CTP and
Early Re-Settlement Magazine.

Wellbeing

Providing support foremployee health and
wellbeingisimportant to our people strategy.
We provide an Employee Assistance
Programme which provides free confidential
24/7 support for our people both online and
over the phone. Qualified counsellors support
onarange of home and work issues including
medical concerns.

As one of the leading causes of illness among
our people, mental healthis an area of growing
importance to our business. Working alongside
Ben, a not-for-profit organisation which partners
with the automotive industry, we have delivered
acomprehensive mental health awareness
training programme to all line managers who
work within our Customer Operation function.

Engagement with our people

This year we ran our first engagement survey for
five years. It was called OurVoice to represent
allour colleagues. As employee engagement
isan output of working for acompany, it was
important that consistency of behaviour was
determined as part of the survey. Therefore, we
decidedto use a culturalindex measurement
rather than a more traditional employee
engagement scoring system. Thisgave usa
better understanding of the current employee
experience and a better insight into our culture.
Itassessed how it feels to work inthe AA as well
as how we work with our colleagues and our
customers. We had an excellent response with
78% participation and over 6,000 comments.
The four stand out areas for action were:

> Respecting and supporting customer facing
teams and providing more support for them

> Improving cross-team working

> ldentifying ways to improve and increase
opportunities for development and career
progression

> Involving employees in sharing their ideas to
improve the business

The survey results have been shared Group wide
with local and functional action plans currently
being developed forimplementationin FY19.

Throughout this year we have focused on
improving Company-wide communication,
setting up a Communication and Engagement
function to better support our engagement
strategy. It’simportant that our people have
avoice and the opportunity to share their
thoughts, feedback and suggestions for

the business. Highlights from this year

have included:

> ‘Ask Simon’, an email channel to our CEO
Simon Breakwell was established. This
has enabled our people to ask questions,
contribute ideas to improve the business
and to raise any concerns they may have

>Members of the Executive addressed
hundreds of colleagues and managers
at quarterly business update meetings

> The senior leadership team engaged many of
our contact centre Team Leaders and Roadside
Area Managers at team building and strategic
planning sessions

We continue to work closely with our recognised
Union, the Independent Democratic Union (IDU)
as wellas the Management Forum (an elected
group for management-level employees) to
ensure our employees’ views are heard, as well
as meeting our legal obligation for information
and consultation. Meetings dedicated to the
operationalarea are held with the IDU once a
quarter to discuss allemployee’, related matters,
including safety and workers’ rights and we
engage with them on matters related to pay.
Itisimportant to us that our people are actively
involved with our safety risk assessments

so, wherever relevant, at least one Union
representative joins the group who are

carrying out the assessment to ensure they

are represented.

We maintained our Employee Share Incentive
Plan, giving our people an opportunity to
investin our brand and share inany success.
Participants receive a free matching share for
every share purchased as well as shares which
represent adividend on their holding. As at the
31January 2018, 33% of our eligible employees
participatedin the plan.

We have the AA Worksave Pension Plan which
offersincreased employer contribution rates
and life assurance cover to support our people
intheir retirement. In 2018, we will contact
those employees auto-enrolled in line with the
Government’s minimum pension requirements
for workers to remind them of the increase in
employee and employer contributions that will
occurin April 2018 as well as reminding them
they are entitled to join the AA Worksave
Pension Plan.
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Developing high performance culture

This year we introduced Evolve, our Emerging
Talent Programme which offers a range of
development qualifications for employees at
every stagein their career as well as for new
Apprenticesinto the business. It enables us

to nurture emerging talent through offering
apprenticeship Pathways (industry recognised
qualifications) to help our people develop their
skills, knowledge and expertise while learning
on-the-job, supporting their career progression.
We have expert apprenticeship partners to
provide support to our people every step of the
way on their chosen pathway.

We rolled out the Learning Management System
which we had developed in the latter part of
2016 which has enabled us to more effectively
support ourteams inimproving their skills and
continuous personal development. It provides
us with a holistic view of pan-AA development
with some of the highlights inits first year of
release being:

> Over 7,000 employees have completed online
learning (excluding mandatory E-Learning)

> Almost 29,000 mandatory E-Learning
modules have beenissued

> New governance process implemented
to ensure consistency and alignment of
new training requests to employees’
development plans

>Management of all regulated training
requirements ensuring our people have the
right accreditation to maintain the level of
service to our members and customers

> The minimum training all staff are issued with
when they join our Company, andthenona
scheduled basis throughout their career are:
- Data Protection
- Information Security
- ConductRisk
- Financial Crime Prevention
- Complaints Handling
- Equality and Diversity
- Anti-Bribery
- Treating Customers Fairly
- Health and Safety

OUREMPLOYEE AWARDS The annualawards ceremony took place
in Londonin September. All of our finalists
and their partners came together for a
very special AA Awards evening, where
we announced 21 winners. The baton of
Patrol of the Year and Recovery Patrol of
the Year was passed by John Snowling
and Tony Doran, to the new winners,
Vince Crane and Brent Pugh, who are
already passionate about the crucial
roles they’ve been tasked with.

GENDER
EQUALITY

g

Genderand diversity

We are committed to supporting diversity
and creating an inclusive workplace where all
our people feel valued and able to fulfil their
potential. We are passionate about being an
equal opportunities employer and we do not
discriminate on the basis of gender, religion,
age, disability or ethnicity.

BOARD (%)

A

Our employment policies and practices
reflect a culture where decisions are based
onindividual ability and potentialin relation
to the business needs. We are committed to

ensuring that individuals are treated fairly and
inanon-discriminatory way throughout the
recruitment process and at all stages of

their employment.

EXECUTIVE COMMITTEE (%)

In line with the Gender Pay Gap Information
Regulations which came into effect during the
year the Company has published gender pay
gap information onthe AA website and on

the Government website.

B

77

Our key controls to help us deliver aninclusive
culture and diverse workforce are:

X 5 i . X . LEADERSHIP TEAM (%)
> An Equality and Diversity policy which applies

throughout the AAand is provided to all
employees during theirinduction training

> Allour people being required to complete
amandatory Equality and Diversity module
annually in order to ensure understanding
and mitigate risk of non-compliance

\

78

> Should one of our people become disabled
(mentally, physically, permanently or
temporarily) during employment we have

processes in place so that we are able to make
every effort to adjust their environment to
allow them to maximise their potential and
remain a valued member of the AA team

ALL EMPLOYEES (%)

> We monitor and seek to ensure a good balance
of male and female employees throughout our
Group (bearing in mind the male focus of patrols)

N

> We continue to build a supportive and flexible
culture that enables us to develop and retain
women

70

> We are members of the Disability Confident

scheme
Male . Female

>We have regular discussions with all disabled
employees to consider changes we can make
to ensure their ongoing career development
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The AA’s commitment to
Corporate Responsibility
continued

Priority 1.

Our people

continued

Anti-Corruption & Anti-Bribery

We are committed to undertaking our business
and delivering our service with honesty and
integrity. Several processes guide our approach:

> An Anti-Bribery and Allowable Gifts, Hospitality
and Donations Policy which s reviewed and
re-communicated annually. Anti-bribery
riskis rated and held on every appropriate
departmentalrisk register with controls.
Allregisters are reviewed at regularintervals.
Aninternal audit was carried outin financial
year 2017 and all actions were completed
shortly afterwards including face to face
training where practical

> AFinancial Crime Policy was reviewed and
updated during the year. It reflects that the
AAvaluesits reputation for financial probity,
professionalism and integrity and recognises
that the Group has a duty to protectits
customers

> AFraud reporting inbox is monitored by our
Fraud team

Priority 2.

Safety

CRITICALINPUTS

>Financial
resources

>People

>Brand

> Intellectual
property
and data

» Technology

VALUES

>Courtesy

>Care

>Expertise Find out more
»Dynamism = g;rbusinessmodel

»Collaboration

DEGENT WORK AND
ECONOMIC GROWTH

o

We are dedicated to providing a sustainable,
expertand dynamic service to our customers
that demonstrates we care by delivering
operational excellence through high standards
of health, safety and environmental (HS&E)
management. In line with our policy, we aim

to continually improve our HS&E performance,
always seeking to reduce any risks. We believe
inalways doing the right thingand in doing it
safely, without unnecessary risk to people’s
health or to the environment.

To demonstrate our commitment we continue
to have our management system externally

While DriveTech is the business thatisin scope
for certification purposes, the management
systemapplies to all our operations; they

are internally audited for the effective
implementation of it. Alongside this audit
programme we monitor the effectiveness of
our management strategies through regular
performance reviews with senior management.
The Roadside operation continues to be certified
to PAS43, the publicly available management
system specification for the safe working of
vehicle breakdown and recovery operations.
We require all of our garage agents to hold this
standard too.

> A Whistleblowing policy encourages
employees to confidently raise concerns
internally so that these can be investigated in
anindependent, timely and effective manner.
This helps us to ensure that our commitment
to conducting our business with honesty and
integrity is met. During the year, ten cases were
escalated for review by HR and the Executive
Risk and Compliance Committee, all have
beeninvestigated and concluded. Some of
the consistent themes included allegations
regarding staff conduct, management
behaviour, discrimination and performance
management

> Secretariat holds registers of Directors’
interests and external appointments, plus
situationaland transactional conflicts of
interestand central gifts register

>We have implemented mandatory anti-
corruption and anti-bribery e-Learning training
forall staff; this is distributed to staff as they
jointhe organisationto complete, and then on
ascheduled basis throughout their career

As aresult of this approach we are pleased to
report that we have received no enforcement
action, fines, penalties or settlementsin relation
to corruption or bribery. Also, no member of AA
staff has been identified to us as being involved
in corruption or bribery while representing or
undertaking the AA’s work.

audited to the OSHAS18001 standard.

As detailed within our principal risks (pages 34-37), safety is material to the successful operation
of the AA. The most significant safety related risks our people face when delivering service to our

customers and members are:

Top safetyrisks:

Risk Control

Performance

We control this risk through regular
reviews of our systems of work and
equipment design and by ensuring
staff carrying out this type of work are
regularly trained in the techniques
we use to minimise the risk of injury.

Manual
handling

We minimise this risk through driver
assessmentand training, maintenance
and servicing regimes for our vehicles,
deployment, telematics and navigation
systems for our patrols and by
minimising in-vehicle distractions
inourfleet.

Driving
forwork

To minimise the risks associated with
lone working we have in place man
down procedures and vehicle tracking
systems. We also have supportand
guidance available relating to violence
and abuse and how to minimise and
manage this risk should it occur.

Lone
working

We control this riskin the offices
through maintenance and inspection
regimes, and through training and
PPE for our workforce who are
delivering our service off site.

Slip, trip,
falls

We have seen aslightincrease (4%)
inthe accidentsinvolving this activity
compared to last year. Asaresult,

we have improved our training and
started toimplement just-in-time
safety instructions.

Comparedto last year, we have
achieved a reduction of road traffic
collisions of over 7%.

Compared to last year we have achieved
areduction of 5% inincidentsinvolving
violence and abuse.

Compared to last year we have achieved
aslight reduction of 2% in accidents of
this type.
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a.Accident performance

b.Partnerships

We continue to maintain our record of zero
fatalities. The number of major injuries we
report to the Health and Safety Executive
(HSE) remains lower than the national rate for
industries operating in a similar environment.

We continued to maintain our high gas safety
standards with no Health and Safety Executive
or Gas Safe action being taken.

Last year we reported that, following a change

in our procedures to encourage a focus on safety
with our patrols, we had seenanincreasein
accident numbers. Significant focus has been
given to this area throughout this year to address
the increase. Highlights this year include:

> Behavioural safety programme trialled

> New communication platforms utilised to
deliver the safety message, includingan HSE
Blog for managers of our field based teams
and dedicated quarterly team safety briefings
for the patrol force

> Updating and re-focusing our HSE induction
training for patrols

> Trialling new tools and equipment to further
minimise safety risks

As aresult of this focus and effort, we are

very pleased to report that, this year, we have
achieved not only the lowest number of
accidents and reportable incidents (reportable
under the Reporting of Diseases and Dangerous
Occurrences Regulations (RIDDOR)) in the last
five years, but also the lowest frequency rates
for that period too. Our outstanding near miss
reporting also continues to enable us to make
apositive impact onrisk reduction.

SAFETY INCIDENT REPORTS

2013 2014 2015 2016 2017

. RIDDOR Accidents Near misses

INCIDENT FREQUENCY REPORT

(PER 100,000 JOBS)
2013 2014 2015 2016 2017

Accidents . Reportable Incidents (RIDDOR)

We have entered into a collaborative partnership
with the Hampshire Fire and Rescue Service
under the Primary Authority Scheme.

This provides us with the facility to identify
opportunities toimprove our current fire risk
management systems and processes as well

as looking to implement any best practices.

c.Ourmembers and customers

With the introduction of more smart motorways
we have introduced a system for our breakdown
emergency call handlers to immediately identify
where a member has broken inan area with

no hard shoulder. The call handler can quickly
establish if the memberisinalive lane, high-risk
situation and immediately contacting the
emergency services viaa 3-way call facility.

d.Theindustry

SURVIVE work

We remain an active member of the SURVIVE
Group, anindustry led body that aims to make
working at the roadside safer. This year we
collaborated with Highways England and the
Institute of Vehicle Recovery Operators to
undertake a detailed review of the different
breakdown scenarios that can occur ona smart
motorway. As aresult, a video was launched to
theindustry at the European Tow Show showing
the best practice for breakdown management.
The SURVIVE best practice guidelines (used

by the industry as a safe system of work) were
also updated.

Gas Safe

The AAinstigated and drove forward a new
Gas Safe technical bulletin covering the
issue of sealing flues which was issued
towards the end of 2017. We not only seek
toimprove safety within our workforce and
for customers/members, but we are also
committed to driving best practiceinthe
industries in which we operate.

Take Care campaign

We continued to run the Take Care campaign
which has, atits heart, a commitment to develop
asafety culture in which empowermentand
accountability are central at all levels and our
people are enabled to take improvement
actions. The CSR stakeholder engagement
survey assessed the effectiveness of this
campaign with our employees and:

Over 97% feltit
was important
for the AA to look
after H&S

Over 77% felt
that we were
managing H&S
to either the right
level or above

Over 70% felt
empowered to look
after their safety
and change things
to help improve
safety inthe AA
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The AA’s commitment to
Corporate Responsibility
continued
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RESPONSIBLE INDUSTRY. INNOVATION
CONSUMPTION AND INFRASTRUCTURE

AND PRODUCTION ;

The assessment of our environmental risks and
implementing effective management strategies
to minimise theirimpacts are integral to our
business. Our key environmentalimpacts are:

1

> Emissions from the fuel used in our operational

vehicles and company cars

> Electricity, gas and water used in our buildings

> Waste and its disposal

These are controlled through our policies,
environmental management system processes
and the implementation of measurable plans
to reduce each of these impacts and drive
continualimprovement. We monitor the
effectiveness of our management strategies
through regular reviews with senior
management. Both internaland external
audits are undertaken as part of the ISO14001
certification relating to our road operations
and the sites from which they operate.

Ourongoing programme to deliver a high-quality
service to our membersina way that minimises
ourimpact on the environment has continued
with some key achievements during the year,
whichinclude the following:

Electric Vehicle Training Rig

As vehicle technologies develop, the volume
of hybrid and electric vehicles is set to grow
inthe coming years as we move away from
conventional engine technologies. To remain
ahead of these changes, this year the AA
technical team took delivery of the first ever
Hybrid training rig based on a Toyota Prius
system. Using our technical expertise, the AA
team worked tirelessly with rig manufacturers
(A.G. Block) to develop and produce this.
Ourinvestment will ensure our patrols remain
experts in this field of vehicle technologies,
capable of meeting our customers’ needs
atthe roadside.

The car of the future and supporting the
changing vehicle profileinthe UK

The AAis working in partnership with
Chargemaster POLAR network to allow free
EV charging for customers stranded without
charge. Atrial was runin the South Eastand
London towards the end of 2017, with national
rollout planned for 2018. Members who are
electric vehicle users can also now use the AA
App to easily find their nearest charging points.

'Y

GOOD HEALTH
AND WELL-BEING

e

Vehicleand fueluse

We continue to review our vehicles’ design
and are working to reduce the weight of

the rackingin the vans to help improve our
fuel efficiency MPG further. We are also
collaborating with an innovative electric
vehicle manufacturer to design and triala
breakdown assistance vehicle to enable us to
fully assess the opportunities of this type of
vehicle being used within our fleet profile.

Populus Driver Poll Fact

67% support the target to ban the sale
of new petroland diesel cars but

77% say that more needs to be done
now to tackle air pollution

<
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Operational Company
vehicles car
5% reductionin Average
overalloperational company car
fleet emissions COQ rating down
177g9/km from104 to
AverageLCVCO, = 899/kmCO,
ratingdownfrom @ comparedto
181g/km lastyear | lastyear

42% of our company

carsare hybrid or plug
in hybrid, up 15% from
lastyear.

s

Building energy use

Our programme of energy monitoring and
savings initiatives has continued successfully
and we have made further significant
reductions throughout our offices. We have
continued to focus on effective day-to-day
energy management within our buildings and
during 2017 we have also introduced water
management plans in each of our main offices
toincrease focus on these areas. Investment
has also been made in capital projects such as
acomplete boiler refit at our Newcastle office
achieving a 33% absolute reductionin gas
usage compared to last year. Over the last
five years, we have achieved a reduction of
24% in electricity use and 19%in gas use.

We have made significantimprovementsin
our main offices during the year, compared
with our performance in the previous year, as
canbe seen from the reductions achievedin
energy and gas use.
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CLEAN WATER
AND SANITATION

o

Waterusage

While we are not a water intensive industry
(our water usage primarily extends to normal
office functions), we measure our usage and
aimtoreduce the levels we use per head
within our main sites. In partnership with our
facilities contractor we have introduced water
management plans at our main buildings.

We are pleased to report that this year we
achieved a12.5% reductionin our water usage
compared to last year. Over the last five years,
we have achieved a reduction of 11%.

Waste

We continue to achieve zero waste
to landfill from our main sites.

Summary GHG footprint

The Group’s total greenhouse gas emissions
for 2017/18 are listed below in tonnes of carbon
dioxide equivalent (tCO,e). The majority of our
emissions stem from our operational fleet (88%).
Scope 2 emissions are reported for location
(country-specific emission factors) and market
(energy supplier-specific emission factors).
Our footprint encompasses all activities that
are material to our environmentalimpactand
include both our fleet and property operations.

WORLD RECORD FORMILES PERGALLON

The AA provided official adjudication
and supported Hondain a world record
attempt - driving 844 miles, between
Land’s End and John O’Groatsona
single tank of fuel. This was a world
record for any petrol car, beating the
previous record of 71mpg — achieving
anincredible 95 mpg.

GHG emissions

tCO,e tCO,e tCO,e

.E_r_TIissions source 2018 2017 2016 %charj_g_e_.
Scope1emissions
(direct combustion of fuels in stationary and Decrease
mobile sources, and fugitive emissions) 41,901 44,922 43,740 7%
Scope 2 emissions, market-based
(emissions from generation of purchased
energy inowned or controlled equipment
and operations, using a supplier-specific Decrease
emission factor) 2,920 5,480 7,577 47%
Scope 2 emissions, location-based
(emissions from generation of purchased
energy inowned or controlled equipment and Decrease
operations, using a regional emission factor) 3,674 4,887 6,514 25%

Decrease
Total emissions (market-based) 44,821 50,402 51,317 1%
Outof scope emissions
(emissions from the biofuel content in forecourt Increase
dieseland petrol) 1,045 996 1,390 5%
Fleetintensity measurements1
(tCO,e/job)
(emissions from operational fleet divided by the Decrease
number of operational job tasks completed) 0.01087 0.01122 0.01108 3%
Property intensity measurements 2
(tCO,e/ft?)
(market-based emissions from energy use in
UK Corporate portfolio (electricity and natural Decrease
gas consumption), divided by floor area) 0.00703 0.01119 0.01385 37%

Methodology

Emissions reported as required under Companies Act 2006 (Strategic Report and Directors’ Reports) Regulations 2013.
Calculations follow the GHG Protocol Corporate Accounting and Reporting Standard (revised edition), using emissions
factors from UK Government’s GHG Conversion Factors for Company Reporting 2017. Overseas factors have been
obtained from nationalagencies.

The GHG reporting period aligns with financial statements 2017/18. <1% of consumption data is estimated using GHG
Protocol guidelines. Boundaries are defined using the operational controlapproach. Emissions from ‘AA The Driving
School Agency Limited’ are considered out of scope, it operates as a franchise and AA plc has neither equity rights

nor controlover franchisees. Home-based teleworkers are excluded from GHG reporting.

z%\ﬂ

3%

BREAKDOWN OF EMISSIONS SUMMARY

Scope 1 Operational Fleet
. Scope 2 Company Cars
Scope 1 Property
@ Scope 2 Property

88%
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The AA’s commitment to
Corporate Responsibility
continued

Our suppliers

Supplier management

Contractor management

The AA understands that the foundations and
success of our business are in part due to the
quality of our suppliers and the goods and
services they provide. We want to work closely
and effectively with our supply base so all
parties benefit - mostimportantly our members
and customers.

With a focus on our core business value
“dynamism?”, the Procurement team has
identified the need to embrace and deliver more
technologically focused third party engagement
and management practices. Therefore, we have
started the journey of implementing a targeted
suite of e-procurement, cloud-based products
which willimprove the identification and
management of risk, increase efficiency and
improve performance across our supply chain.
This new platform will be delivered over the next
12 months.

Akey development of our technological solution
isthe launch of the AA Supplier Portal which will
give suppliers control over their master dataand
fulltransparency of the payment cycle. It will
enable suppliers to flip purchase orders into
invoices and provide the capability to track
invoices through to payment, giving them the
comfort of knowing when to expect payment.
Other benefits to our suppliersinclude:

> Amore streamlined payment process

>Areductioninerrors and delays

> Areductionin exceptions

Once fully implemented the AA willhave an
intuitive, effective and fully auditable system

in place, with a host of supplier management
information instantly available. Due to the size
of this project, this willbe undertakenina
phased programme with the aim the majority

of our suppliers transacting on the new platform
withinthree years.

Following the AA’s Modern Slavery Statement
in 2016, a target was set to ensure that 75% of
our preferred suppliers sign up to our Supplier
Code of Conduct. We are pleased to report that,
at the date of producing this report, over 50%
have signed up and we are on track to reach

the 75% target. Furthermore, all potential new
suppliers must agree to the Code before trading
cancommence.

Home Services contractor management -
The highest gas safety standards have been
maintained with no HSE or Gas Safe incidents.
Our dedicated team of auditors have audited
around 2,000 gas related activities this year
across both directly employed and contractor
work forces.

Roadside contractor management -

During 2017 our dedicated team has carried
outaudits covering 84% of our roadside
contractors. This has enabled us to verify that
they are continuing to provide a high level of
service to our customers and are complying
torelevant legislation as wellas adhering to
AA standards.

Data protection and
management

As identified earlier in the materiality analysis
andinour risk section of this report (pages 34
to 37), data managementis a principal risk
forthe AAand its external stakeholders.

We therefore have a system of management

in place to mitigate this risk. We have a Data
Protection Policy and allemployees are required
to undertake annual e-Learning on the subject.
We also have a number of information security
policies to further protect personal data that
we hold. During the year we split the Head

of Information Security role and employed a
separate Data Protection Officer to enhance
our focus and ongoing compliance. The Data
Protection Officer reports directly to the General
Counseland Company Secretary. Reporting
to management occurs for any potential data
protectionissues. Compliance will be actively
monitored by our Data Protection Officer and
legalteam. We maintain registers of incidents
so that we can learn fromincidents to help
preventthemin the future.

A Group wide GDPR programme is underway

to ensure compliance with GDPR by 25 May
2018 and will enhance the Company’s
governance and management of its customer
and employee data. The programme was
broken down into multiple workstreams led

by a programme director. Each workstream

has anindividual sponsor for oversightand a
project manager was assigned to run day-to-day
operations in each workstream. The programme
is overseen by an Executive Steering Group
chaired by the General Counseland Company
Secretary. Aninternal audit of the GDPR
programme is underway.
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Non-financial information statement

We are committed to complying with the new Non-Financial Reporting requirements contained in sections 414CA and 414CB of the Companies
Act 2006. The table below aims to help our stakeholders understand our position on key non-financial matters and how we are addressing our

reporting requirements.

Reporting requirement

The AA’skey policies and standards which govern ourapproach and controls

Where thisisreferencedinthereport

Environmental matters

Health, Safety and Environmental Policy (E)

Health, Safety and Environmental Management System (1)

Sustainability and Social Responsibility Policy (E)

Prevention and Control of Environmental Incidents Policy (1)

Waste Management and Minimisation Policy (I)

Environment (page 44)

Company employees Business Standards Policy (I) Principalrisks 7 and 9 (pages 35 and 36)
Terms of Employment and Policy Guide (1) Board of Directors Diversity (page 41)
Working Time Policy Nomination Committee Report (page 64)
Absence policies including Absence Management, Our people (page 40)
Maternity, Adoption and Family Leave (I)
Learning, development and performance policies, Safety (page 42)
including Managing Performance, Performance and
Development Behaviours (1)
Equality and Diversity Policy (1) Ouremployees (page 20)
Health, Safety and Environmental Policy (E)
Health, Safety and Environmental Management System (1)
Sustainability and Social Responsibility Policy (E)
Social matters Sustainability and Social Responsibility Policy (E) Our community (page 48)
Treating Customers Fairly Policy (I)
Vulnerable Customers Policy (1)
The AA Charitable Trust (UK charity no. 1125119) (E)
Respect forhumanrights Equality and Diversity Policy (1) Our people (page 40)
Anticorruptionand Anti-Money Laundering Policy (I) Our people (page 40)

antibribery

Anti-Bribery and Allowable Gifts, Hospitality and Donations

Policy (1)

Conduct Risk Policy (1)

Conflicts of Interest Policy (1)

Financial Crime Policy (I)

Insider and share policies, including Insider and Market
Abuse, Insider Information Disclosure and Share Dealing

Code Policy (1)

Whistleblowers Policy (1)

Duediligence and outcome

Risk Management Framework Policy (I)

Risk Committee Report (page 67)

Annual Internal Audit Plan (I)

Our governance structure (page 60)

Risk Register (1)

Audit Committee Report (page 70)

1S014001, ISO9001and OHSAS18001 certification for

specified business areas (E)

Business model

Our business model (page 5)

Non financialkey
performance Indicators

Key performance indicators (page 22)

| - Group Policies, standards and guidelines that are published internally only

E - Group Policies, standards and guidelines that are published externally on theaaplc.com
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The AA’s commitment to
Corporate Responsibility
continued

Our community

Driverdistraction

During 2017, The AA Trust continued to focus
on the very important safety risk of driver
distraction, building further on the success
of the awareness campaigns we ran during
the previous year.

We worked closely with our advertising agency,
adam&eveDDB, to make a short advertisement
‘Designated Driver’ to highlight the dangers

of texting at the wheel. This was a hard-hitting
approach, using the slogan, ‘You are twice as
likely to crash text driving as drink driving’.

This won several prestigious awards including
gold awards at both The British Arrows Awards
(UK’s most respected marketing awards) and
the Clios (leading American/international
creative awards).

We continued the campaign in association
with the FIA Foundation which included:

>Hundreds of external posters on bus shelters
and ad sites depicting the singer Pharrell
Williams

Y Just prior to Christmas releasing a hard-hitting
anti-text driving video entitled “Make it home
for Christmas”. It was made by M&C Saatchi
and Mad Ruffian, set to the 1943 Bing Crosby
hit “I'll be home for Christmas”. It shows a
young girl texting her father while he is driving
home for Christmas and the consequences
of his actions. It received global coverage and
appeared on the Today Show in Los Angeles

The full Driver Distraction Campaign
#nevertextdrive was also shortlisted for
the Broadcast Award at the PRCA Awards.

AA President Edmund King OBE also worked
with the Road Safety Minister and Think!
Campaign and won their agreement to pay for
the distribution of the short advertisementin
cinemas and Video on Demand across the UK.
The ad was used as the cornerstone of our
campaign with the DFT to raise awareness

of the new penalties introduced for using a
hand-held mobile phone on1March 2017.
This achieved widespread national coverage
from BBC Breakfast TV to BBC Crime Watch.
We are grateful to the FIA Road Safety Grant
Programme for a contribution of 29,000
euros towards the campaign.

M Charitable
Tl'ust PUT YOUR PHONE

AWAY

@ ROAD SAFETY

TODAY, 3,500 PEOPLE WILL DIE ON THE ROAL

DON'T TEXT
AND DRIVE

PHARRELL WILLIAMS

SINGER, SONG WRITER AND 3 R
RECORD PROGUCER

SUPPORT THE FIA'S MANIFESTO
FOR GLOBAL ROAD SAFETY AT FIA.COM
#3500LIVES

2 v ©) FBACTION

Watch the advertat
theaaplc.com

Populus Driver Poll Fact
Almost half of under 35s
can’t bring themselves to
turn their mobile off
before driving

... THEBRITISHARROWS 2017

Put it in here.
Don’t pick up
6 points.

== e, GQURROADSAFETY
N =

WINNERS - AACHARITABLE
TRUST

Designated Driver
adam&eveDDB’s “Designated
Driver” picked up several
prestigious awards including
gold awards at both The British
Arrows Awards (UK’s most
respected marketing awards)
and the Clios (leading American/
international creative awards).

TR
N

Populus Driver
PollFact
76% supportinstallation
of EV charging points at
garages

Drive Electric

The AA Trust developed a new free course,
Drive Electric, to show drivers how to get the
best out of driving an electric vehicle. The course
is being piloted at the Milton Keynes EV Driving
Experience Centre, located ina 4,000 sq ft,
state-of-the-art showroom. It will help inform
the town’s residents and visitors about the
benefits of electric vehicle ownershipina
relaxed setting. Showcasing the latest EVs
from arange of leading vehicle manufacturers,
visitors will be able to discuss all elements of
owning and running an electric vehicle, as well
as having the option to testarange of cars on
localroads.

Q chargemasler

powering the future
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AA campaigns

Smart motorways: \We are campaigning for
more lay-bys on smart motorways where the
hard-shoulderis used asarunning lane as
we believe safety is compromised.

Streetlights: We have raised concerns on
some roads where coroners have indicated
that turning off streetlights has led to deaths.

Potholes: \We campaign for ring-fenced funds
toimprove the state of the roads and raised the
issue highlighted by a coroner that lack of repairs
can lead to deaths of cyclists.

Air quality: We have pushed for local authorities
to target the 10% of polluters that cause 50%
of theissue rather than ‘demonising’ all diesels.

Cost ofdriving: We have warned that increases
inInsurance Premium Tax could make it
unaffordable for many young drivers or lead

to more uninsured drivers. We continue to
monitor fuel prices with a monthly report.

Changes to the Highway Code: \We have
written to and met the Road Safety Minister to
suggest various changes to the Highway Code
to make motorways safer for drivers, recovery
workers and the emergency services, following
the deaths of two non-AA recovery workers on
the hard shoulder.

Caughtinatrap: We have senta dossier to the
Transport Secretary on how to improve the
enforcement of parking and speeding offences.

Future car: We have promoted the take-up
of electric and hybrid vehicles through a
partnership with Chargemaster, the leading
supplier of electric charging points.

AA president, Edmund King OBE, developed
ablogon ‘Living withan EV’and has spoken
at numerous conferences ontheissue.

Helpingteenagersincare
The AA Trust continues to support
teenagersin carein Bristol, Medway,
Newcastle and Westminster by helping
them learn to drive. The positive effects
on self esteem and opening up job
opportunities to them are being
monitored and findings will be given
to the Children’s Commissioner
and Education Minister.

ropulus

Childrenin Need
Our offices raised over £4,100
which was doubled by us. Bangers for Ben
We provided official support for
the charity rally, providing full
breakdown cover for all
participants; we even entered

AA-Populus Driver Poll
The largest dedicated motoring opinion
panelin Europe with over 200,000
drivers and members signed up to take
part. Around 20,000 take partinthe
surveys which range from safety issues,
environmental opinion and general
motoring concerns. These surveys
then help drive our campaigns (see
AA Campaigns section for more details).
Our 112th survey took place in
December 2017.

our own team!

RecyclingLives
We have entered into a partnership
with salvage operator Recycling Lives,
sending over 7,500 end of life vehicle
to them for processing. They provide
employment opportunities for
ex-offenders (a saving to society
of £263,060 a year) as well as using
some of their profits to distribute over
30,000 meals to charitiesand
community centres.

C.A.R.S (Changing Attitude on Road Safety)

The programme, funded by the AA Trust, aimed at preventing
young people being killed or seriously injured on UK roads,
focuses on four main behaviours (speeding, drinking and
driving, using your Seatbelt and using your mobile phone).
In 2017, we started the roll out of the project, which included
coverage on the Road Safety GB website, coverage on London
Road Safety Council’s website and Facebook group, a pilot
with Fire Scotland and finally Birmingham City Council
committing to a pilot in their city with plans to roll out on
alarger scale.

Ll e
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Governance Report

Compliance with the UK Corporate
Governance Code

The AA complied with the principles and
provisions of the UK Corporate Governance
Code published in April 2016 (the Code) during
the financial year ended 31January 2018 except
in the following two respects:

> During the first half of the year, the roles
of Chairman and Chief Executive Officer (CEO)
were combined. The dismissal of Bob
Mackenzie accelerated the process of
separating these roles, which was already in
progress. The appointment of John Leach as
Chairman and Simon Breakwellas CEO led
to compliance with the Code in this regard,
during the second half of the year.

> Following his appointment as Chairman,
John Leach remained a member of the Audit
Committee during the second half of the
year. This was to provide consistency and
experience on the Committee, in particular
while the process to follow through the change
of auditor was implemented. Good progress is
being made in the search for additional Board
members, which will provide an opportunity
for John Leach to step down from his role on
the Audit Committee.

The AA expects to be fully compliant with all
principles and provisions of the Code as the
year progresses.

Leadership

Accountability

The profiles of our Board of Directors and
Executive Committeeillustrate our new and
revived leadership structure established since
the appointment of Simon Breakwell as CEO.
Since 1August 2017, there has been a clear
division of responsibilities between the
Chairman and CEO. The Board is collectively
responsible for the long-term success of the
Company. Over half the Board comprises
independent Non-Executive Directors (NEDs)
and John Leach was considered independent
upon his appointment as Chairman. Andrew
Blowers was appointed as Senior Independent
Director (SID) on1August 2017 following

John Leach being appointed as Chairman

and stepping down from that role.

Find outmore
onP52-55

Effectiveness

The Nomination Committee reportincludes
explanation of the process for the appointment
of the Chairman, Interim CEO, CEO, SID and
Remuneration Chair during the year.

The Nomination Committee report also details
our first formal externally facilitated Board

and Committee evaluation and action plan.

The balance of skills, experience, independence
and knowledge of the Board is considered
regularly as part of succession planning.

Time commitments of Directors are considered
annually. Induction and ongoing training
records are held by the Company Secretary.

All Directors will stand for election or re-election
by shareholders at the Company’s Annual
General Meeting (AGM), with the exception

of Andrew Miller who will not be seeking
re-election following his recent appointment

as a Partner of Terra Firma.

Find out more
onP64-66

Relations with shareholders

Extensive engagement with, and listening to,
shareholders took place during the yearand
continues on a variety of topics including the
Board changes, performance conditions of
the Performance Share Plan and the new
Remuneration Policy.

The whole Board is expected to attend the
AGM on 7 June 2018, except for Cathryn Riley
who was appointed in February 2018 and has
a previous commitment. Directors will be
available to answer shareholders’ questions.
To facilitate shareholder participation, proxy
votingis available.

Find out more
onP62-63

The Risk Committee report highlightsits rolein
assisting the Board to set the risk appetite and
review the principal risks resulting from the
strategic objectives. Risk managementand
internal controls that are applied, are considered
to be appropriate.

Find outmore
onP67-69

The Audit Committee report describes the audit
tender process which was undertaken during
the year. PricewaterhouseCoopers LLP (PwC)

is proposed as our new auditorin respect of
financial reports for periods commencing
1February 2018, subject to shareholder approval
atthe AGM on 7 June 2018. Our non-audit fees
policy, which was reviewed and approved

in September 2017, is in place and will continue
to be applied and monitored during the change
of auditor process.

Find out more
onP70-74

The Directors’ Report and the Responsibility
statement of the Directors are set out on pages
89to0 92 and page 92 respectively.

Remuneration

The new 2018 Remuneration Policy is published
with the Remuneration Committee report and
will be put to shareholder vote at the AGM on

7 June 2018. The policy includes only minor
changes to the policy approved by shareholders
in 2015. The Remuneration Report explains

the work of the Committee and details the
remuneration received by the Directors during
the year in accordance with the Policy approved
by shareholdersin 2015 and in place during the
year. The 2015 Performance Share Plan was
utilised during the year to make an award to the
new CEO and senior executives with options
over Ordinary shares. A consultation with
shareholders on the performance conditions
isunderway and the proposed criteria willbe
published on ourinvestor website. No Director
isinvolved in deciding their own remuneration.
Performance Share Plan (PSP) awards have

not been valued as at 31January 2018, as the
performance conditions had not been set.

Find outmore
onP75-88


https://www.frc.org.uk/getattachment/ca7e94c4-b9a9-49e2-a824-ad76a322873c/UK-Corporate-Governance-Code-April-2016.pdf
https://www.frc.org.uk/getattachment/ca7e94c4-b9a9-49e2-a824-ad76a322873c/UK-Corporate-Governance-Code-April-2016.pdf
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Chairman’s governance overview

We stand today a stronger
and more dynamic Board.

We remain assured that

our strategic focusand
strengthened governance
willdeliver long-term value
to our members, customers,
employees and shareholders.

JohnLeach
Chair

Dear Shareholder,

| write to you as Chairman, rather than as SID as in the last three years’
reports. The reason behind this change is well known and it has beena
difficult year for the AA. However, let me reiterate, it is one in which there
ismuch to be proud.

Conformingtobest practice

As stated in our last annual report, the Board had recognised that its
composition, with combined CEO and Chairman roles, did not conform
to best practice standards and had initiated the recruitment process for
a CEO to separate these roles. Subsequently, the decision to dismiss
Bob Mackenzie from his role as Executive Chairman on1August 2017
accelerated that process and, while the catalyst for this was not what
one would have wanted, the result is very positive. Simon Breakwell’'s
appointment has given us a timely opportunity to evaluate our strengths
and renewed energy to combat challenges.

Values, attitudes and behaviours

The Board’s actions in the case relating to Bob Mackenzie were swift and
decisive and itis our continuing responsibility to ensure that the values,
attitudes and behaviours we require of all AA employees are constantly
reinforced through our leadership, business standards and communication.
Our updated strategy, alongside a stronger corporate governance
structure and clear corporate values, will transform the success of the AA.

During the 2018 financial year, our key corporate governance actions have
beenas follows:

1. Board and Executive Committee changes. Thisis discussed in more
detailin the Nomination Committee Report on pages 64 to 66.

2. Ourfirstexternal Board evaluation review. This is discussed in more
detailon page 58.

3. Successfulrefinancing of the AA Group’s near term debt and the senior
term and working capital facilities. This was a refinancing project
aligned with our strategic objective that reduced interest costs and
extended the debt maturity onimproved terms. This is discussed in
more detailin the Financial review on pages 27 to 31.

4. Theoversightand management of regulatory risks across the
Company, including implementation of new rules and regulations.
Thisis discussed in more detail in the Risk Committee Report on
pages 67to 69.

5. Completion of our audit tender process and proposed appointment
of PwC as the AA’s external auditor. This is discussed in more detailin
the Audit Committee Report on pages 70 to 74.

Having spent nearly four years on the Board, | have been aware of our
collective strength and the duty we all take very seriously to protect and
build on the AA’s notable heritage and brand. We are a strongerand
more dynamic Board. We remain assured that our strategic focus will
strengthen our operations and will deliver increased long-term value

to our members, customers, employees and shareholders.

Our compliance with the required regulatory and statutory standards for
apremium listed company is reflected throughout this governance report.

So
JohnLeach

Chairman
16 April 2018
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Board of Directors

John Leach Chairman

283
KZZX

Simon Breakwell Chief Executive Officer

Martin Clarke Chief Financial Officer

Appointment: John joined the AA as a Non-Executive
Directorin June 2014 and was appointed as Senior
Independent Director on13 November 2014. John was
appointed as Chairman on1August 2017.

Responsibilities: As Chairman, John provides leadership
of the Board and delivers objective insight and critical
debate to Board discussions on strategic and financial
matters. As Chairman, he promotes the highest standards
of corporate governance and meets regularly with the
Non-Executive Directors to discuss governance matters.
Johnis Chair of the Nomination Committee and amember
of the Remuneration, Risk and Audit Committees.

Careerand experience: John has served on public
company boards as either Chairman, CEO or CFO for
the past 37 years. He has considerable experiencein
turnaround situations in theindustrialand service sections
sitting on the boards of, among others, Brent Walker
(including William Hilland Pubmaster), Myson Group
and Luminar. Most recently, John was CEO of Hermes
UK Focus Funds and a supervisory Board member of
Dometic AB. John began his careeras an Articled Clerk
and subsequently as a Partnerinafirm of chartered
accountants. Heis a Fellow of the Institute of Chartered
Accountants and a Fellow of the Association of
Corporate Treasurers.

Suzi Williams Non-Executive Director

Appointment: Simon joined the AAin September
2014 as a Non-Executive Director. He was appointed
Interim Chief Executive Officer on1August 2017 and
then Chief Executive Officer on 25 September 2017.

Responsibilities: As Chief Executive Officer, Simon
has responsibility for driving and implementing the
strategy approved by the Board and has oversight for
governance matters.

Careerand experience: Simon has significant digital
and travel experience. Heis currently a Venture Partner
at TCV, one of the leading global mid cap funds, and is
Chairman of Business Data 4 Travel. Simonis also
co-founder of Trover.com and an adviser to
Hipmunk.com.

He was afounder of Expedia, a start-up within Microsoft,
and ran the North American operations. As President
of Expedia International Inc, Simon started up and led
the growth of the businessin the Europe, Middle East,
and Africa regions, including both the Hotels.comand
Expedia brands. Simon joined Expediaas a main board
Directorin1996 and served for ten years. More recently,
Simon was responsible for establishing the European
operations for Uber.com.

Appointment: Martin joined the AAin June 2014
as part of the MBIl team.

Responsibilities: As Chief Financial Officer, Martin
has ultimate responsibility for financial planning and
overseeing risk management, treasury and internal
controls. Additionally, he focuses on investor relations
and improving the capital structure of AA plc.

Careerand experience: Martin has over 30 years of
private equity experience, most recently in the role of
Partnerand Global Head of Consumer for Permira
which hejoinedin 2002. Prior to Permira, Martin
worked at Cinven and Silverfleet, the private equity
arm of Prudential plc. He has led a number of major
transactions and has sat on the boards of several
leading companies including New Look, Gala Coral
and Galaxy Entertainment Group, whichis listed on
the Hong Kong Stock Exchange.

Mark Millar/Nadia Hoosen General Counseland Company Secretary

Appointment: Suzijoined the AAin October 2015
asaNon-Executive Director.

Responsibilities: As Non-Executive Director, Suzi
provides objective insight and critical debate to Board
discussions on strategic, financialand governance
matters. Suzibecame Chair of the Remuneration
Committee on1August 2017 and isa member of the
Risk and Nomination Committees.

Careerand experience: Suzi has extensive
experience with consumer-facing companies and
brands. A Procter & Gamble trained brand marketeer
and business leader, Suzi has spent the last 20 years
delivering commercial transformation and growth
for household names like the BBC, Orange and
Capital Radio Group (where she was Commercial
Development Director at Global Radio Group from
2004 t0 2006). In September 2015, after a ten-year
tenure, she stepped down from her role as Group
Marketing and Brand Director at BT plc.

Responsibilities: The Company Secretary is responsible for corporate governance matters, working closely with
the Chairman, SID and Board of Directors. They attend all Board and committee meetings. They lead legal and
regulatory aspects of the AA’s business and transactions, such as the financial restructuring projects and the sale

of the Home Emergency Services business.

Mark Millar
Appointment: September 2014.
Retired: April 2018

Careerand experience: A qualified solicitor, Mark was
formerly Company Secretary at Domino’s Pizza Group
plc and Future plc and has 15 years of experience in
therole. Mark also has a wealth of commercialand
legal expertise, including ten years as a City solicitor,
latterly with Allen & Overy. Mark leaves the AA to
return to private legal practice in April 2018.

NadiaHoosen
Appointment: July 2018.
Secretary Appointment date: July 2018

Careerand experience: As a qualified solicitor,
Nadia has 16 years of legal and regulatory expertise,
and spent the last 11years of her legal career in house
within regulated consumer facing, technology, media
and telecommunications environments at FTSE 250
companies. Nadiais currently Group Legal Director
& Deputy Company Secretary at TalkTalk Telecom
Group plc, she also held positions at The Carphone
Warehouse Group plc prior to its merger with

Dixons Retail plc.
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Andrew Blowers Senior Independent Director

Andrew Miller Non-Executive Director
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CathrynRiley Non-Executive Director

Appointment: Andrew joined the AAin September
2014 as a Non-Executive Director and was appointed
as Senior Independent Director on1August 2017.

Responsibilities: As Non-Executive Director, Andrew
provides objective insight and critical debate to Board
discussions on strategic, financialand governance
matters. Andrew is Chair of the Risk Committee and
amember of the Auditand Nomination Committees.
Andrew is Chair of AA Underwriting Insurance
Company Limited, the Group’sinsurance underwriter.

Careerand experience: Andrew has significant
experience ininsurance and financial services.

He established and sold several successfulinsurance
operations during his 25-year career in the insurance
industry, the last being the innovative online insurer
Swiftcover, and he was previously an Executive Director
of ChurchillInsurance. He has previously advised
several private equity operations, the Consumers’
Association and the Financial Ombudsman Service
inrelation to various insurance matters. Andrew was
awarded an OBEin2009. Andrew is a Non-Executive
Director of Telecom Plus plc.

Appointment: Andrew joined the AAin June 2014
asaNon-Executive Director.

Retirement: Andrew will not seek re-election at the
AGMon7June2018.

Responsibilities: As Non-Executive Director, Andrew
provides objective insight and critical debate to Board
discussions on strategic, financialand governance
matters. Andrew is Chair of the Audit Committee and
amember of the Riskand Remuneration Committees.

Careerand experience: Andrew is a Partner of Terra
Firma. He has extensive experience of successful digital
transformation in consumer-facing industries, most
recently working with Founders’ Forum supporting
multinational business on digital transformation. As
CEO of the Guardian Media Group from 2010 to 2015,
Andrew reshaped the Guardian’s portfolio of businesses
to supportits transformation into one of the world’s
leading digital organisations. From 2002 to 2014,

he carried out a similar transformationas CFO and
non-executive director of Trader Media Group, which
included Autotrader, inits transition from magazines
toawholly digital company.

Andrew isamember of the Institute of Chartered
Accountants of Scotland, qualifyingin 1991, and training
with Price Waterhouse after completing his law degree
at Edinburgh University.

Appointment: Cathrynjoined the AA plc Board on
28 February 2018 as a Non-Executive Director.

Responsibilities: As Non-Executive Director,
Cathryn provides objective insight and critical
debate to Board discussions on strategic, financial
and governance matters. Cathrynalso becamea
member of the Risk Committee on 28 February 2018.

Careerand experience: Cathrynhashada
wide-ranging career covering insurance, customer
services, IT, operations and human resources.
Shealso holds non-executive roles at Equitable Life,
International Personal Finance plc, Chubb European
Group Plc and Chubb Underwriting Agencies Ltd.
Cathryn was Group Chief Operations Officer at
Aviva Plc and a member of the Executive Committee.
She was a management consultant at Coopers &
Lybrand and General Manager of Transformation at
BUPA. Cathryn has been a Non-Executive Director
and Chair of the AA Group’s insurance broker since
December 2014 and at the time of writing, will resign
following the appointment of a further Non-Executive
Director and a period of handover during 2018.

BOARD AND COMMITTEE ATTENDANCE Attended/

Max possible

Audit Nomination Remuneration Risk

Director Date appointed to Board Board ___(_Z_o_r_nmittee ___C__o_r_‘nmittee ___C__o_r_nmittee ___C__o_r_nmittee
John Leach Chairman (from1Aug 2017) 26 June 2014 10/10 4/4 5/5 1N 4/4
Simon Breakwell' CEO (from1Aug 2017) 17 September 2014 10/10 - 3/3 2/2 -
Martin Clarke CFO 26 June 2014 10/10 - - - -
Andrew Blowers SID (from1Aug 2017) 25 September 2014 10/10 4/4 5/5 1n -
Andrew Miller> Non-Executive Director 26 June 2014 8/10 4/4 - 3/4 4/4
Suzi Williams Non-Executive Director 10ctober 2015 10/10 - 5/5 4/4 4/4
Former Director
Bob Mackenzie® Executive Chairman
(until1Aug 2017) 26 June 2014 5/5 - 3/3 - -

1 Simon Breakwell was appointed Interim CEO on1August 2017 and permanently to the role on 25 September 2017 having sat on the Board asa NED since 17 September 2014.
2 Andrew Miller will not stand for re-election at the AGM on 7 June 2018.

3 Bob Mackenzie was dismissed on1August 2017.

AllBoard members attended the AGM.

A number of adhoc Board and Committee meetings were held during the year at short notice to discuss specific matters. These meetings are not

reflected inthe above table.

Where appropriate, members of the senior management team were invited to give presentations at Board meetings.

Key to Committees

A Audit Committee N Nomination Committee

R RemunerationCommittee 'Rl Risk Committee
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Executive Committee

Simon Breakwell
Chief Executive Officer

Martin Clarke
Chief Financial Officer

Janet Connor
Director, Insurance

Appointment: Simon joined the AAin September
2014 asaNon-Executive Director. He was appointed
Interim Chief Executive Officer on1August 2017 and
then Chief Executive Officer on 25 September 2017.

Responsibilities: As Chief Executive Officer, Simon
has responsibility for driving and implementing the
strategy approved by the Board and has oversight
for governance matters.

Careerand experience: Simon has significant digital
and travel experience. He is currently a Venture Partner
at TCV, one of the leading global mid cap funds, and

is Chairman of Business Data 4 Travel. Simonis also
co-founder of Trover.com and an adviser to
Hipmunk.com.

He was a founder of Expedia, a start-up within Microsoft,
and ran the North American operations. As President
of Expedia International Inc, Simon started up and led
the growth of the business in the Europe, Middle East,
and Africaregions, including both the Hotels.com and
Expedia brands. Simon joined Expedia as a main board
Directorin1996 and served for ten years. More recently,
Simon was responsible for establishing the European
operations for Uber.com.

Gareth Kirkwood
Chief Customer Operations Officer

Appointment: November 2017.

Responsibilities: Gareth is responsible for leading
the Customer Operations function at the Group with
afocus towards providing the highest standards of
service to our customers.

Careerand experience: Gareth spent over 20 years
at British Airways, including ten yearsin procurement,
four years as Managing Director of one of BA’s
Regional Airlines, six years as Managing Director of
BA’s World Cargo division, and two years as Director
of Operations. Since leaving British Airways in 2008,
Gareth has worked as Chief Operating Officer of
Daisy Group, the UK’s largest reseller of unified
communications, and as the Chief Operating Officer
of Global Navigation Solutions, the world’s largest
distributor of charts and publications to commercial
shipping. Most recently, Gareth led a successful
transformation programme in Europe for HomeAway,
adivision of Expedia.

Appointment: Martin joined the AAin June 2014
as part of the MBI team.

Responsibilities: As Chief Financial Officer, Martin
has ultimate responsibility for financial planning and
overseeing risk management, treasury and internal
controls. Additionally, he focuses oninvestor relations
and improving the capital structure of AA plc.

Careerand experience: Martin has over 30 years of
private equity experience, most recently in therole
of Partner and Global Head of Consumer for Permira
which hejoinedin 2002. Prior to Permira, Martin
worked at Cinven and Silverfleet, the private equity
arm of Prudential plc. He has led a number of major
transactions and has sat on the boards of several
leading companies including New Look, Gala Coral
and Galaxy Entertainment Group, whichis listed on
the Hong Kong Stock Exchange.

Mike Lloyd
CEO for Automobile Association Insurance
Services Limited (AAISL)

Appointment: September 2014.

Responsibilities: Mike is responsible for the consumer
Roadside Assistance, Business Services, Insurance
business and Financial Services businesses as well

as the marketing, digitaland public affairs functions
forthe AA.In March 2017, Mike became CEO of AAISL
(the AA’s regulated insurance broking business).

Careerand experience: Mike was previously a Partner
at Oliver Wyman, leading their consumer services work
inthe UK.

Appointment: August 2014.

Responsibilities: In March 2018, Janet successfully
completed her regulatory conduct responsibilities
inrespect of the regulatory change agenda and now
has accountability for the insurance strategy and
growth planatthe AA.

Careerand experience: Janetis a Fellow of the
Institute of Directors and has pursued a successful
career in consumer financial services across retail
banking andinsurance. Prior to joining the AA,

Janet held Managing Director rolesin general
insurance and latterly she was managing director of
RSA plc’s brand, More Than. Previous to this, Janet ran
Ageas-owned over-50s insurer RIAS from 2006 to
2011. Janet has sat as a Non-Executive Director of
Vanquis Bank, Provident Group since April 2017.

>
Mark Millar (Nadia Hoosen from July 2018)
General Counseland Company Secretary

Appointment: September 2014.

Responsibilities: Mark is responsible for corporate
governance matters, working closely with the
Chairman, SID and Board of Directors. He attends
all Board and committee meetings. Mark leads legal
and regulatory aspects of the AA’s business and
transactions, such as the financial restructuring
projects and the sale of the Home Emergency
Services business.

During 2016, Mark was awarded the first AA
Leadership Award.

Careerand experience: A qualified solicitor, Mark was
formerly Company Secretary at Domino’s Pizza Group
plcand Future plc and has 14 years of experience in
the role. Mark also has a wealth of commercialand
legal expertise, including ten years as a City solicitor,
latterly with Allen & Overy.
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a1

EdmundKing Helen Hancock OllieHolden
AA President Human Resources Director Chief Information Officer
Appointment: January 2008. Appointment: May 2012. Appointment: November 2017.

Responsibilities: Edmund is responsible for public
affairs, public relations, campaigns and the AA
Charitable Trust.

Careerand experience: Edmund has a background
inresearch, media, civil service, commerce and
extensive transport campaigns. He has worked in
the wine trade in Burgundy and for a radio station
inLos Angeles. He has written severalreports
ontransportand often appears asatransport
commentator on radio and television. He is also

a Visiting Professor of Transport at Newcastle
University. He tweets under @AApresident.

Edmund was awarded an OBE for services
toroad safety in 2016.

contracts are set outin the Directors’

s Details of the Executive Directors’ service
Remuneration Report on p87

Responsibilities: Helenis responsible for delivering
the people agenda for the Group and its functions,
ensuring appropriate leadership and supportis
provided for each element of the human resources
(HR) strategy. Helenis an attendee on both the AAISL
and AA plc Remuneration Committees.

Careerand experience: Helen has over 20 years’
experience working in HR in medium and large
corporate organisations. Prior to joining the AA,
Helen worked at British American Tobacco for eight
years where she held the role of Head of HR for the
Southampton site and senior business partner roles
for the Global Product function and Group Research
& Development. Prior to this, Helen worked at Alldays
Convenience Stores Limited (subsequently acquired
by The Co-Op) and B&Q plc with various HR remits.

Responsibilities: Ollie is accountable for definingand
implementing the IT strategy for the Group, shaping the
digitaltransformation and providing robust IT services
to customersand employees.

Careerand experience: Ollie has highly relevant
experience leading change with more than 20 years’ IT
and transformation experience. As a senior manager
within Accenture, he led anumber of IT transformation
programmes for financial services clients. He has

held IT and change leadership positions at LV=and
TalkTalk, and has advised numerous companies on
theimprovement of their IT and change capabilities.
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Refined roles and responsibilities

The Boardis collectively responsible for the long-term success of the Group. There is a clear division of responsibility between the Chairman and the CEO.
The Board meets the Code requirement for more than half of the members to be independent.

Chairman
John Leach

> Provide leadership of the Board and ensure agendas
emphasise strategic, performance and core value
creation matters

>Meetregularly with the independent NEDs to
facilitate their development and effective contribution
andto address any issues and concerns

> Ensure that members of the Board receive accurate,
timely and high-quality information and that Board
decision-making processes are effective

> Lead the Board in the ongoing monitoring, and annual
evaluation of the performance of the CEO

> Lead and participate in the Board evaluation process
and ensure appropriate action plans are putin place
andimplemented

> Take the lead in providing a properly constructed,
full, formal and tailored induction programme for
new Directors

> Foster relationships founded on mutual respect
and open communication between NEDs and
management

> Promote the highest standards of corporate
governance, seeking compliance with the
provisions of the Code

@
[ "]
Chief Executive Officer
Simon Breakwell

> Provide entrepreneurial leadership of the Company,
within a framework of prudent and effective controls
which enable risks to be managed

> Lead the development of the Group’s strategic
direction and objectives

> ldentify and execute new business opportunities,
acquisitions and disposals

> Review the Group’s organisational structure and
recommend changes as appropriate

> Build and maintain effective leadership teams

> Oversee the Group’s risk profile, including the
health and safety performance of the Group

> Lead the Group’s corporate responsibility
programme

> Meet with major shareholders on both strategic
and governance matters as and when required

> Ensure effective communications by the Group
withits shareholders

> Ensure the Group complies withiits regulatory
obligations and ensure good links between the
Board and the independent boards of the
regulated subsidiaries

>Ensure the Board is alerted to forthcoming complex,
contentious or sensitive issues affecting the Group

Senior Independent Director
Andrew Blowers

>Act as a sounding board for the Chairman and
atrusted intermediary for the other Directors

> Be available to shareholders if they request contact
both generally and when the normal channels
of Chairman, CEO or CFO are inappropriate

>Maintain contact with major shareholders to
understand their issues and concerns and
attend meetings where necessary to listen to
their views

> Support the Chairman in ensuring the Board
are aware of the views of major shareholders

> Meet with the NEDs without the Chairman present
at least annually and lead the ongoing monitoring,
and annual evaluation of the Chairman

@
[ "]
Chief Financial Officer
Martin Clarke

>Recommend to the Board an annual budget and
financial plan

>Examine all trade, investments and major capital
expenditure proposed by Group companies

>Oversee risk management, treasury and internal
controls

>Ensure effective communication with shareholders
and key stakeholders and updating institutional
investors on the business strategy and financial
performance

>Recommend to the Board appropriate changes
to the capital structure and debt levels

>Maintain relationships with the Group’s banks
and manage the investment and banking portfolio

>Manage the Group’s risk profile including the
health and safety performance of the Group

> Implement the decisions of the Board and
its Committees

> Build and maintain effective leadership teams

>Ensure the Board is alerted to forthcoming complex,
contentious or sensitive issues affecting the Group

> Identify and execute new business opportunities

Non-Executive Directors
Andrew Miller, Cathryn Riley
and Suzi Williams

> Constructively challenge and help develop proposals
on strategy and empower the Executive Directors to
implement the strategy

>Bringindependence, impartiality, experience,
special knowledge and a different perspective to
the Board

> Provide guidance on matters of concernand
strategy development

>Oversee risk management and internal controls
> Protect shareholder and stakeholder interests

>Scrutinise the performance of the Executive
Managementin meeting agreed goals and
objectives and monitor the reporting of performance

>Uphold high standards of integrity and support
the Chairman and Executive Directors toinstill the
appropriate culture, values and behavioursinthe
Boardroom and throughout the Group

[ J
fin
Company Secretary
Mark Millar/Nadia Hoosen

>Develop, implement and sustain high standards
of corporate governance

> Support the Chairman and other Board members
as necessary

> Advise the Board on legislation, regulation and
corporate governance developments which impact
the Group, and maintain the Group’s Corporate
Governance Manuals

>Ensure good links between the Board and the
independent boards of the regulated subsidiaries

> Communicate with shareholders and keep the
Board informed of shareholder opinions

> Coordinate the induction of new Directors

>Ensure compliance with statutory and regulatory
requirements

>Review and monitor the Group’s Remuneration
Policy
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Our Board in 2018 and beyond

Composition of the Board

The skills and experience of our Board members
isbroad and has been gained over many years
from different environments, such as private
equity, entrepreneurial start-ups, strategic
consulting and consumer services. All of their
careers have involved the delivery of substantial
change through operational, financial, strategic
or marketing initiatives. The Board is united in

its energy and commitment to delivering the
objectives of the AA transformation projectand
building long-term value for shareholders.

Following the change of leadership, the skills
and experience of each of the members of the
Board has been reviewed. Together, the Board
members combine to create a composition that
is strongly and appropriately aligned with the
AA’s values, strategic objectives and corporate
responsibilities. We firmly believe that each
Board member’s experience, gained through
previous roles and any current externalroles,
strengthens the composition of the Board

and creates invaluable insight and diversity

of thought, and thus has strengthened
governance. The Board considers that each
member brings strong independent oversight.

Strategic progress

Progress against strategy is discussed at
each scheduled Board meeting to closely
monitor strategy implementation by the
Group. The two-day strategy session held
away from the office on 6 and 7 December
2017 provided the opportunity for more
relaxed, free-flowing discussion around
abroad range of strategic issues. This
provided a unique and specific opportunity
to develop strategy, address currentissues
and seek to improve the performance

of the business. The sessions focused
onthe early development of plans by
Simon Breakwell for the next three years of
development for the business. The NEDs
were able to share their expertise and
provide independent oversight to the
direction of the business. Discussions
focused not only on the business plan
butalso on the individuals leading and
implementing that plan. These, and
otherteams that support them, are key
tothe delivery of the Board’s objectives.

The Board then met again on 20 February
2018 to finalise the strategy. The new
business strategy was presented to the
market on 21 February 2018. This included
plans to innovate and grow the Roadside
business and invest to accelerate the
growth of the Insurance business.

See Our strategy
onpp12-17

Non-Executive Director change

We were pleased to announce the appointment
of CathrynRiley to the Board in February

2018, after the 2018 financial year end.

This appointment has further strengthened

the knowledge of the Board. We are sorry to
lose Andrew Miller, who will not be seeking
re-election at the 2018 AGM following his
recentappointmentas a Partner of Terra Firma.
We thank him for his contribution and support
during the past four years.

Company Secretary changes

We are sorry to lose Mark Millar as Company
Secretary this Spring and wish him wellin his
return to private legal practice. We are delighted
that Nadia Hoosen will join usin July 2018

and will have a period of handover with Mark

to ensure a smooth transition.

KEY BUSINESS AT MEETINGS DURING
THE2018 FINANCIALYEAR

Strategy

> Two-day strategy session held away from
the office, took place in December 2017

>Board received presentations on a number
of key areas, including IT transformation,
membership growth and the brand

> Approved the sale of the Home Emergency
Services business

>New strategy announced in February 2018

Governance andrisk

> Undertook first external Board evaluation,
reviewed outcome and produced action plan

>Recommended appointment of PwC as auditor
to the Company with effect from financial year
to 31January 2019

> Considered emerging risk factors including
General Data Protection Regulation (GDPR)
and Brexit

>Received an update on multiple cover

> Commissioned a property audit to ensure
AA buildings were not affected by cladding
issues, following the Grenfell fire

>Received training on Market Abuse
Regulations, conflicts of interest and
financial crime

>Reviewed and approved the new CSR strategy

Shareholder engagement

> CEO and CFO met with shareholders following
strategic update

>Reviewed 2017 AGM proxy figures

>Received regular updates on Investor Relations
(IR)issues

>Shareholder consultationin response to
significant vote against AGM resolution

> Investor roadshows

Leadership and people

> Executive Chairman dismissed from post

>Appointed John Leach as new Chairman

> Appointed Simon Breakwellas CEO

> Appointed Andrew Blowers as SID

>Reviewed organisational structure

> Restructured the UK Pension scheme

> Reviewed results from employee engagement
survey and produced an action plan

Financial performance

>Received regular updates on business
performance

>Undertook refinancing in July 2017

>Monitored adherence against the 2018 budget

>Approved the 2019 budget

>Reviewed dividend policy

Plan for 2019: Looking forward to
the 2019 financial year, the Board
will focus on the following matters:

>Implement new strategic priorities
announced February 2018

>Implement action plans from
engagement survey

>Seek compliance with GDPR

>Progress recommendations from
the external Board evaluation

>Manage a smooth transition to the
new audit firm

>Continue to review Board composition
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Board evaluation, induction and training

Board evaluation

The Board recognises the need to maintain
its development and continually strengthen
Board processes. This involves a continuous
process of:

> Reflecting on past performance and
implementation of previous recommendations
oractions

> Consideration of future training, skills and
diversity requirements

>ldentification and implementation of new
recommendations or actions toimprove
performance

Anassessment of the effectiveness of the Board
and Committees was conducted inaccordance
with the guidance in the Code. Condign Board
Consulting (Condign) undertook an external
Board evaluation review during the year.

A detailed and thorough tender process was
undertaken during the 2017 financial year

which led to the appointment of Condign, an
independent external consultancy with no
other connections to the Company.

Condign based the review on face-to-face
interviews with the Directors, the Company
Secretary, Chair of the Insurance subsidiary
and senior management including the Human
Resources Director. Prior to their interview, each
individual was provided with a guide designed
to assist with preparation for the topics to be
discussed. Inaddition, Condign attended the
Board meeting in September as an observer
and reviewed outputs from previous internal
evaluations as wellas a number of Board packs.

The 2017 Board evaluation focused on the
following areas of its role and performance:

> Board functionality, dynamics and engagement

>Board organisation, operating rhythm and
materials

>Board engagement with strategy development

>Shareholder engagement and alignment

>People and culture

> Relationship with the Insurance board and the
Financial Conduct Authority (FCA)

>Board Committees

>Investigation of the circumstances surrounding
the dismissal of Bob Mackenzie

The Board evaluation process took place
following the dismissal of Bob Mackenzie.
This provided an early opportunity to gainan
external view of how the new Board positons
were operating following the separation of the
Chairman and CEO roles. Condign concluded
that separation of the role had produced
immediate improvements to the effectiveness
of the Board.

In November 2017, Condign presented a report
to the Board on the findings of the effectiveness
review. Following consideration of the findings
of this review, the Directors concluded that they
remain satisfied that the Board and each of the
Board Committees are operating effectively.

The Board reviewed the feedback
from the evaluation and produced
the following action plan:

> Facilitate further engagement between
the various elements of the Board:
Chairman, CEO, NEDs and CFO

>Provide additional opportunities for
the NEDs to participate in site visits,
e.g.callcentres

>Increase the number of preparatory
and teach-in sessions to aid Board
development and understanding

> Invite external guests to provide an
alternative perspective to mitigate
the risk of a future ‘board bubble’

>Consider NED succession planning

>Undertake a second strategy session
focusing on people and capacity

> Further develop the strength of the
Executive Committee

> Develop a greater line of sight between
the Board and Executive Committee

>Ensure that succession planning at senior
executive levelis strengthened

> CEO and Chairman to strengthen their
understanding of shareholder views and
concerns

> Undertake a formal consideration of the
learnings regarding the dismissal of Bob
Mackenzie, for the business and the Board

> Develop a better understanding of the
drivers and regulatory needs of the
insurance business

The Board have already implemented
anumber of the actions from the plan,
including developing the strength of

the Executive Committee, through

the appointment of a Chief Customer
Operations Officer and a Chief Information
Officer. The appointment of Cathryn Riley
in February 2018 has further strengthened
the knowledge of the Board, in particular
their understanding of the insurance
broking business.

Progress on these actions willbe
considered as part of the next
performance evaluation and reported
onin nextyear’s Annual Report.
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Effectiveness of the Chairman

The effectiveness of John Leach as Chairman
was considered as part of the Board evaluation
process. The feedback provided in the
questionnaire was followed up later in the year
with one-to-one meetings where responses
were discussed with the SID and Company
Secretary. The results of the review and
subsequent discussion were unanimously
positive. The review confirmed that the Board
is satisfied that the Chairman is fulfilling his
duties and wish him to continue in the coming
year and thanked him for steppingin at

short notice.

Induction: Simon Breakwell

Atailored induction programme facilitated

by the Chairman and the Company Secretary
was agreed for Simon Breakwell, following his
appointment as CEO. This programme was
designed to provide comprehensive information
about the AA and its businesses to complement
and build on the knowledge Simon had
developed asaNED. Asaformer NED, Simon
Breakwell was well known to the Board and
many of the senior executives. He also had
agood understanding of the Company’s
governance and regulatory framework, as well
asits history. The programme was therefore
tailored to ensure that Simon’s induction
concentrated on areas for which he required
greater focus, in depth knowledge and
supplementalinformation. Simon met with
senior executives and function heads to gain
agreater understanding of the organisation,

in particular the progress made onthe IT
transformation programme and the operation
of theinsurance business. He received training
inanumber of governance areas including
Directors’ duties, conflicts of interest,

financial crime and the Market Abuse Regime.
He also met with major shareholders and key
stakeholders, including the external auditors
and FCA.

Simon undertook an extensive exercise to meet
a significant number of employees at all levels

of the business and across multiple sites.

He has met over 2,000 employees by regularly
travelling around the AA’s major office locations,
including the Head Office in Basingstoke and
the offices at Oldbury, Newcastle and Cheadle.

Simon has made a particular effort to meeta
large number of the Patrol team by attending
their regular meetings, as well as joining
employees ‘on patrol’. He attended the
employee awards ceremony and was
introduced to both the Patrol of the Year

and the Recovery Patrol of the Year.

Induction: John Leach

John Leach had been the SID for two and a half
years when he was appointed as Chairman.
John’sinduction programme therefore
concentrated on introducing himself to key
shareholders in his capacity as Chairman

and developing a greater understanding of
governance matters.

Training

Members of the Board are provided with

regular training in order to keep them abreast of
industry and legal and regulatory developments,
facilitated by professional advisers where
appropriate. During the year the Board was
provided with an update on the Market Abuse
Regulations following their introductionin 2016.
This reminded them of the implications both
forthemasindividuals and for the Group as a
whole. The Board also received training on

the legalimplications of the GDPR prior to the
implementation in May 2018 as well as financial
crime, conflicts of interest and legal privilege.

> Simon Breakwell has met over

2,000

employees by meeting patrols and travelling
around the AA’s major office locations
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Our governance structure

GOVERNANCE STRUCTURE
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The governance structure of the AA Group

has evolved since our Initial Public Offering
(IPO)in 2014 to provide additional oversight

on transformation projects and investment
decisions, to meet revised statutory and
regulatory requirements and to ensure that our
regulated businesses have similarly robust
governance standards. This governance
structureis critical to ensuring that all our
business decisions, operations and activities
are carefully scrutinised and controlled so as to
safeguard the long-term health and reputation
ofthe AA.

Our governance structure aims to enable
appropriate, effective decision making with clear
accountabilities. It sets out how the businessis
managed and operated at all levels and across
allbusiness areas. It aims to ensure that the risk
profile reflects the strategic objectives of the
business, with the ultimate aim of protecting
the business from reputational or operational
damage. This structure dovetails with the
governance arrangements of the regulated
subsidiaries in the Group.

Akey principle of the structure is the delegation
of operational management to the Executive
Committee with a matrix of authorities setting
out how thisis further delegated through the
organisation.

The Executive Committee gives strategic focus
andis responsible for managing the operational
and financial performance of the Group by
coordinating the work of the specialist business
areas. This enables the efficient and effective
day-to-day operation of the Group’s businesses.

The Board is kept up to date with developments
inthe business, including the work of the
leadership teams, through regular reports from
the CEO and CFO, which are discussed in detail
at each Board meeting. Sufficient time is given
both before and at the end of each Board
meeting for the Chairman to meet privately
with the SID and NEDs to discuss any matters.

Automobile Association Developments Limited
(AADL), a subsidiary of the Company, is the
entity responsible for the provision of our core
Roadside Assistance delivery.

Regulated activities

A number of the Group’s businesses include
regulated activities and the Group has several
regulated subsidiaries. The main such
subsidiaries are: (i) AAISL, which runs our
insurance broking business and has a board

Nomination Committee P641066 )
Risk Committee P67t069 )
AuditCommittee P70t074 )
Remuneration Committee P75t088 )

including three independent NEDs and (i) AA
Underwriting Insurance Company Limited
(AAUICL), whichis our Insurance Underwriter
and has aboard including three independent
NEDs, chaired by Andrew Blowers, an AA plc
NED. The Board works closely with the AAISL
and AAUICL boards to ensure that appropriate
governance s followed in respect of all requlated
Group activities.

Therole of the Board

The Board is responsible for the stewardship

of the Company, protecting the AA heritage and
creating sustainable value for our shareholders.
It carries out this role through a range of
activities which require strong vision,
leadership, entrustment and oversight.

The Board embodies the standards and
behaviours of the AA that underpin the delivery
of long-term success, and it ensures that the
procedures and processes are in place to ensure
that these values are well understood and
observed. The AA’s values, as determined by
the Board, are Courtesy, Care, Collaboration,
Expertise and Dynamism.

The Board sets the strategy of the Group and
provides guidance and oversight to the business
operations that assume responsibility for
implementing the resulting strategic actions.
Itagrees the risk appetite and tolerances of the
Group and ensures that the risk management
structure is aligned and effective. The Board
oversees the financial performance of the
Group andis also responsible for corporate
governance and setting the tone from the top.

Matters reserved forthe Board

A number of key decisions and matters are
reserved for the Board’s approval.

Theseinclude:

>Mattersrelating to the Group’s strategy

> Approval of major acquisitions, disposals and
capital expenditure

>Monitoring current trading against previously
reported trading

>Matters relating to financing and refinancing

> Approval of financial results and overseeing
the Group’s system of internal control

>Anannual Board effectiveness evaluation

> Setting the Group’s risk appetite and the Risk
Management Framework

Matters requiring Board and Committee
approval are submitted to the Board, or
relevant committee, together with supporting
documentation, as part of the Board or
committee papers. At each Board meeting,
the Board packincludes updates from the
CEO and CFO and contains financial results
and other functional updates. There are
presentations on the Company’s operations
and regular discussions on strategy, marketing,
shareholder matters, employee engagement,
health and safety, corporate responsibility and
governance matters.

A Schedule of Matters Reserved for the Board’s
decisionand clear Terms of Reference for its
principal committees, can be found on the
Company’s Investor Relations website at
www.theaaplc.com/investors/corporate-
governance/board-and-committee-terms-
of-reference.

Therole of the Committees

The Board delegates certain responsibilities to
its principal committees to assistitin carrying
outits functions of ensuring independent
oversight. Our principal Board committees’
constitutions include only independent NEDs
and play a key role in supporting the Board.

A detailed report on the activities undertaken
by each Committee in the 2018 financial year is
given by the relevant Chair later in this report.

The Board delegates the implementation of
strategy and day-to-day management of the
Group’s operations to the Executive Committee.
The Board delegates oversight of certain of its
announcement obligations including under the
Market Abuse Regulations to the Disclosure
Committee and oversight of share allotments

to the Allotment Committee, which was
established during the year.
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Relations with shareholders

Ourapproachtoinvestorrelations

The Board acknowledges that itis managing
the AA on the behalf of shareholders and, in
undertaking this responsibility, seeks to increase
long-term shareholder value while advancing
the interests of all the AA’s stakeholders.

It recognises that this year has beenatough
one for shareholders and the importance of
its relationships with shareholders and is
committed to maintaining an open dialogue
with them and, more generally, the financial
community.

We engage with analysts, shareholders and
potentialinvestors to ensure we have strong
relationships which allow us to understand
their views on materialissues relating to the
business. A critical part of this open dialogue
iscommunication about our strategy and

its delivery.

The AA hasacomprehensive IR programme
which aims to help existing and potential equity
and debtinvestors understand what we do,
our strategy and our achievements.

The Board receives independent feedback
on our relationships with investors from

our brokers. These areincluded in regular
Boardreportson IR. Allanalysts’ notes are
circulated to the Board to help it maintain an
understanding of markets’ perceptions of the
Company and their financial expectations.

Relevantinformation made available to
investors

Financialreporting

The AAreports financial results twice a year,

at the half year and year end. Following the
announcement on the London Stock Exchange
viathe Regulatory News Service (RNS),
presentations are held to explain the results.
These presentations are simultaneously
webcast and posted on the IR website to enable
viewing by those unable to attend in person.

Adhocannouncements

Ad hoc announcements of materialinformation
are made viathe RNS and are also available on
our IR website to ensure allinvestors are able
toaccessthem.

Annual Report

The Annual Reportis published in line with
requirements to provide sufficienttimein
advance of the AGM for feedback to be shared
with the relevant Directors.

Website

An IR website, www.theaaplc.com, is
maintained to facilitate communications with
investors. We publish all presentations given
toinvestors, all RNSs and press releases,

as wellas regulatory and CSR (Corporate Social

Responsibility) documents. We run a notification
system to enable investors to sign up to receive
allRNS announcements automatically, direct
from RNS. Most meeting requests comein
directto IR, but since MiFID Il came into force

in January 2018, we are considering options for
amore visible and easily-accessible means for
investors to request meetings with IR without
going through our brokers.

Meetings withinvestors enabled through the
IR programme

Institutional shareholders

During the year, the IR team and senior
management conducted almost 350 meetings
and met or spoke to over 140 shareholders

or potentialinvestors. This was significantly
higher than the previous year as the AA
proactively undertook an extensive engagement
programme with the financial community
following the dismissal of Bob Mackenzie

and the revised earnings guidance during

the second half of the year.

0On 25 September 2017, the AA appointed
Simon Breakwell as permanent CEO.
Since his appointment he has met all the
largest shareholders and many new and
potential holders.

Initial meetings are held with IR but when
investors take significant holdings, we aim to
ensure thatinvestors meet at least one of the
Chairman, CEO or the CFO.

Individual shareholders

Individual shareholders are encouraged to
communicate with the Directors through
the Group Company Secretary.

Bondholders

Meetings with credit institutionalinvestors
and analysts were held with senior
management and our IR department
throughout the year. In addition, regular
dialogue was maintained with our key
relationship Banks and Bond Trustee.

Creditratings

During the year, updates and meetings were
held in respect of our bonds by our senior
management team with credit rating agency
Standard & Poor’s.

Meetings with the Chairman and the SID
On1August 2017, following the dismissal of

Bob Mackenzie, the AA announced that

John Leach became Chairman and was replaced
by Andrew Blowers as SID. John Leach, who

had metanumber of investorsin hisrole as SID,
then met the majority of shareholders and
continues to meet shareholders who request
meetings. We followed Andrew Blower’s
appointment as SID with animmediate offer

to major shareholders of meetings with him.
He continues, as SID, to be available to meet
shareholders. Contact with both the Chairman
and SID should be sought through the
Company Secretary.

Now that we are through the period dominated
by the dismissal of Bob Mackenzie and
consequential changes to the Board and new
strategy, we will resume our practice of annual
discussions between the governance officers
of our top shareholders, one or more of the
NEDs and the Company Secretary.

Annual General Meeting (AGM)

Investors’ views in relation to corporate
governance and the Remuneration Policy are
sought ahead of the AGM and summarised to
the Board.

The 2017 AGM provided shareholders with an
opportunity to question the Board and the
Chairs of the Board Committees on matters put
tothe meeting, including the Annual Report.
Proxy votes of shareholders for the AGM are
counted independently by the Company’s
registrar, announced at the meeting and
published on the Group’s website shortly

after the conclusion of the AGM.

Resolution 16, in relation to a further 5%
disapplication of pre-emptionrights, was not
passed at the 2017 AGM. Resolution 14, which
grants authority to allot shares, was passed
although a high number of votes were received
againstit.

A number of the Company’s major shareholders
have now been consulted in respect of these
resolutions. We have been advised that some
shareholders generally oppose share issuances
with pre-emptive rights above 33% and without
pre-emptive rights above 5%. The vote against
these resolutions was not specific to the AA.
The AA plc share register, however, has a large
proportion of its shares concentrated among
asmallnumber of shareholders. Consequently,
the views of a smallnumber of the shareholders
carry a significant weight of votes.

In relation to Resolution 14, shareholders have
been consulted on a proposal for the 2018
AGM to separate the resolution for pre-emptive
rights above 33% into a separate resolution.
This proposal was supported by a number

of shareholders.

The 2018 AGM will be held at the offices of
Freshfields Bruckhaus Deringer at Northcliffe
House, 26-28 Tudor Street, London, EC4Y OBQ
on7June2018.
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Investor engagement calendar

- YEAREND RESULTS INTERIMRESULTS
- UKRoadshow UKRoadshow
Focusing on holders Focusing on holders
with more than 1% and with more than 1% and
potential major holders potential major holders
- US Roadshow
Annual
European
- Trading update Gene‘ral - Trading update Road‘:how
Meeting
February March/April June August September October
. Meetings . Site visit Meetings Site visit

Group meetings to
allow smaller holders
to meet management

The IR calendar is designed to ensure that
investors and potentialinvestors get effective
access at the appropriate level, while effectively
managing senior management time.

In addition to major annual events, we hold
multiple one-on-one meetings with IR, senior
management and operational management.
We include group meetings soon after results
to ensure that smaller holders and non-holders

have the opportunity to meet management.
We also attend conferences, as relevant, to
provide further opportunities for new investors
to establish contact.

We offer site visits to our Oldbury operations
toallow investors to see the operations and
getafeelforthe business ata practical level.
These are typically held during the summer
and we encourage investors to attend as they

Group meetings to
allow smaller holders
to meet management

gainavaluable insight into our deployment
system, spend time with the patrols, observe
our call centre operations and meetarange
of operational management.

We also conduct presentations with sales
teams from those banks which publish research
onthe AA.
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Effectiveness

Nomination Committee Report

The succession planning we had
previously undertaken greatly
assisted us when swiftaction
was required.

JohnLeach
Chair of the Nomination Committee

Dear Shareholder,

|am pleased to present the report of the Nomination Committee
(the Committee) for the financial year ended 31January 2018, a very
busy year for the Committee. The Committee supported the Board
inreviewing its structure and composition, considering diversity at
both Board level and throughout the organisation, evaluating its
performance and overseeing succession planning for the Board
and Executive Committee.

A core focus of the Committee during the 2018 financial year has been to
consider key changes to the Board and management, at times in difficult
and unforeseen circumstances. The Board also undertook its first external
Board evaluation review and agreed a number of key areas to address
during the year. The results of this review are detailed on page 58, along
with the action plan that will be addressed in the coming year.

The succession planning process for splitting the combined CEO and
Chairman roles was a critical piece of work which took place during

the yearandis set out in detail below. The advanced planning by the
Committee greatly assisted our urgent Board change over the summer
months. The Board effectiveness review, development of skills matrices
and an established talent management programme assisted with the
process of understanding the position and prospects of the Board and
aided the succession planning process. This report considers this work
and the processes in place for the future appointment of any new Director.

Thereportalso sets out other principal activities of the Committee
during the year and our plan for the 2019 financial year, including
further strengthening the independent Non-Executive Board.
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Committee activity during the 2018 financial year

The Nomination Committee undertook the following activities during the
2018 financial year:

>Reviewed ongoing succession planning for the Board, including splitting
the roles of Chairman and CEO and the appointment of further NEDs

>Considered and recommended candidates in urgent circumstances for
the appointment of the Chairman, Interim CEO and SID

>Considered and recommended candidates for the appointment of a
permanent CEO

> Considered and recommended candidates for the CRO and Company
Secretaryroles

>Undertook the first external Board evaluation facilitated by Condign
Board Consulting Limited

>Reviewed the balance of skill, experience, independence, diversity and
knowledge on the Board

> Considered and made recommendations in respect of the constitution
of the Board’s four main committees

> Produced a skills matrix of Board members to aid future succession
planning and talent management

> Considered gender and other diversity at Board level and through the
management structure

> Appraised the performance of the Chairman, a process conducted by
the SID and NEDs

>Reviewed feedback from AAISL onits Board evaluation

> Assessed the future talent pipeline within the Group and senior
management succession planning

>Reviewed the training and development process for Directors

> Reviewed the time commitments of the NEDs

>Reviewed the skills and independence of each of the independent NEDs
and subsequent recommendation that each of them be elected or
re-elected at the Company’s AGM to be held on 7 June 2018, with the
exception of Andrew Miller whois standing down

> Reviewed the Terms of Reference of the Committee

The full Terms of Reference of the Committee can be found at
http://www.theaaplc.com/investors/corporate-governance/
board-and-committee-terms-of-reference.

Succession planning

Succession planning has been a key focus for the Committee during

the current year. As previously indicated it was the Board’s intention for
Bob Mackenzie’s combined role of Executive Chairman to be split during
the 2018 financial year. The Committee had started the process of defining
the split roles, identifying the skills and experience required for the roles

of Chairand CEQ. Lygon Group (Lygon) had been appointed to assist with
this process.

Before the process was complete, the Committee were informed of a
serious incident which involved Bob Mackenzie. Following detailed
investigation and consideration of the facts, the Board believed that the
appropriate course of action would be to dismiss Bob Mackenzie for gross
misconduct and dismissal took place on1August 2017. It was therefore
necessary for the Committee to expedite the search for both a Chairman
and aninterim CEO.

Interim CEO

The Committee, in conjunction with the Board, and consistent with our
succession plan, approached Simon Breakwell who agreed to take the
position of Interim CEO with effect from 1August 2017.

AsaNED, Simon Breakwell had gained a good understanding of the
fundamentals of the business. He had significant business experience
including as a founder of Expedia and as a venture partnerat TCV.

The Committee considered his skills and experience, in particular in the
digital space, and believed that he would be a good and capable individual
to steer the Company through the period of uncertainty and change until
the appointment of a permanent CEO was made.

Permanent CEO

The process to appoint a permanent CEO was therefore accelerated in
August 2017. A long list of candidates, both internaland external, was
formulated. Lygon carried out a due diligence process to identify the

most appropriate candidates. This was then narrowed to a short list which
included Simon Breakwell. The members of the Committee considered all
the shortlisted candidates against a set of criteria which had been agreed
inadvance. The internal and external shortlisted candidates took partin
aninterview process.

The Committee was impressed with the work Simon Breakwell had been
undertaking as Interim CEO which evidenced his strong leadership skills,
integrity, beliefin the development of strong culture and values, as well as
his ability to influence strategy. It also took soundings from certain major
institutional shareholders regarding the potential appointment of Simon
Breakwell on a permanent basis. They were all supportive of this proposal.
The Committee ultimately recommended Simon Breakwell because

they believed that he would be able to build on the progress already

made to date and help to ensure that the Company is set up for success
inthe future.

Non-Executive Director changes

Once the changes to the Board were implemented, the Committee
reverted to consideration of Board composition and succession planning
inits wider sense. This included succession planning for Directors, NEDs
and the senior management team. The Committee also considered the
identification of new talent and the review of training plans to prepare
individuals for future roles.

Following the Board changes, the Committee reviewed the composition of
the Board. It was considered appropriate for the Board to seek additional
NEDs. We commenced a search for another director with insurance
experience, as well as technology and audit experience. | was delighted
that Cathryn Riley, the Chair of the Group’s insurance broker, Automobile
Association Insurance Services Limited, and former Group Chief
Operating Officer at Aviva plc agreed to join the Board in February 2018.

Following the decision by Andrew Miller to step down at this year’s
AGM, the Board is advanced in the process of finding a new NED to be
areplacementas Audit Chair. We are sorry to lose Andrew as a NED
and thank him for his service and support to the Board during the past
fouryears.

The Committee recognises the key role that its previous succession plans
had in ensuring a smooth transition upon the departure of the Executive
Chairmanin unforeseen circumstances and accordingly will continue to
ensure that there are sufficient succession plansin place for all executive
and non-executive positions throughout the Group.

Diversity

The Board’s policy recognises the importance of diversity at Board level
and throughout the Group and is committed to ensuring that this remains
a central feature of the Board and our senior management team. In the
interests of the business and our shareholders, the Committee continues
to ensure that the business benefits from a representative Board and
workforce with a diverse range of skills, experience and knowledge.
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Nomination Committee Report
continued

We are committed to increasing the representation of women on the
Board and aim to develop a clear plan to achieve Lord Davies’ extended
target for Women on Boards of 33% female membership by 2020.
Diversity charts showing male and female representation at Board,
Executive Committee, Leadership and AllEmployees level are located
on page 41of this report. As at 31January 2018, female representation
was 17%. The recent appointment of Cathryn Riley as a Non-Executive
Director enhances the Board’s gender diversity.

Allaspects of diversity, including ethnic representation, are considered
at each level of the recruitment process. The AA supports the
recommendations of Sir John Parker’s review increasing ethnic diversity
at Board level, developing candidates for Board positions and enhancing
transparency and disclosure. At each search firm appointment, it has
been requested that diversity should be a factorin ensuring a broad
candidate pool fromalong list. These changes can only be achieved by
either an additional appointment to the Board or replacement when
another Director steps down, which was necessary during the past year
butinapressing situation. The Board will actively consider this during
the coming year.

To achieve these targets, the Committee is working closely with the
Human Resources Director to develop clear recruitment plans which
recognise the need to increase the diversity of the Board, while being
mindful that appointments are made on merit.

Furtherinformation on gender and diversity can be found in Our people
onpage 41.

The Committee’s planforthe 2019 financial yearincludes:

>Implement actions from the 2018 Board performance evaluation,
including the provision of site visits for Board members

>Recruit further NEDs following the changes in Board roles

>Undertake work on succession planning for the Board and key roles
across the business

>Progress diversity action plan - to ideally meet Lord Davies’ target of
33% women on the Board by 2020 and the recommendations on ethnic
diversity made by Sir John Parker in his 2017 report

> Continue to operate the successful mentoring programme with the
senior management team

>Develop and deliver training and induction programme for the Board
and senior management

>Consider the skills, availability and performance of each Board member
and reflect those results in recommendations on the election and
re-election of Directors at the Annual General Meeting

JohnLeach
Chair of the Nomination Committee

Appointment of the Chair, SID and Remuneration Committee Chair
When considering the appointment of a Chair, the Committee agreed
that John Leach, as SID, was the appropriate choice for the position.
He had led the Board through a difficult period and the Committee
believed that he had the necessary attributes and experience
required to fulfil the role of Chairman. The Board was unanimous
inits view that John was the right person to be Chairman and the
appointment was made with effect from 1 August 2017.

John’s appointmentas Chairman led to a vacancy on the Board for
a SID. Andrew Blowers has significant experience in the financial
services arenaandasaNED. The Committee believed that he
would be a very suitable individual to take on the role of the SID.

Before he became CEO, Simon Breakwell was Chair of the
Remuneration Committee. His appointmentas CEO created a
vacancy. Suzi Williams has a wealth of commercial experience and
had served on the Committee since her appointmentin November
2015 and it was considered appropriate that she should replace
Simon Breakwell as Chair of the Remuneration Committee.

None of the Directors participated in discussions about their
own appointment.
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Accountability

Risk Committee Report

h

Ourrisk management framework has
been of great significance and help
during a challenging year for the AA.

Andrew Blowers
Chair of the Risk Committee

Dear Shareholder,

|am pleased to present the report of the Risk Committee (the Committee)
for the financial year ended 31January 2018.

Effective risk managementis a core part of AA governance and culture.
Over the last year, the Committee has ensured that the Risk Management
Framework and our agreed risk appetite continue to be appropriate for
the AA as the transformation initiatives are rolled out. The Committee
plays a key oversight role for the Board and this report is presented to
demonstrate our approach to risk controland accountability. It sets out
the activities and initiatives that we have undertaken during the 2018
financial year and our plans for the forthcoming year.

Supporting the Committee is an Executive Risk and Compliance
Committee (ERCC) which meets frequently throughout the year. Thisis
an executive body, made up of senior executives and functional experts.
Its role is to implement the Risk Management Framework, highlight
exceptions to our risk appetite, understand the root cause of control
failures and oversee corrective actions. There is also an Audit, Risk and
Compliance Committee (ARCC) for the regulated Insurance broking
subsidiary, AAISL, and an ARCC for the in-house underwriter, AAUICL,
which also report to the Committee in respect of their work.

|am pleased to report that an experienced Chief Risk Officer has recently
joined the Group who will further strengthen the risk and compliance
capability within the AA. The Committee works closely with the ERCC,
ARCCs and Chief Risk Officer and invites executive members of the Group
to attend or present, as appropriate.

Committee roles and responsibilities

Overall responsibility for overseeing the management of risks, compliance
with our Risk Management Framework and the agreed risk appetite of

the Group lies with the Board. These responsibilities are delegated to the
Executive Directors of the Board for the day-to-day management of risks
and the process is monitored by the Committee (working alongside the
Audit Committee) each of which reports to the Board.

The Committee is concerned with the business of the entire Group and its
authority extends to all relevant matters relating to the Company and its
business units and subsidiaries. The Committee advises the Board onthe
Group’s overall risk appetite, tolerance and strategy, and oversees and
advises the Board on the current risk exposures of the Group and future
risk strategy.

Cathryn Riley joined the Committee upon appointment to the Board on
28 February 2018, after the end of the financial year.

Full Terms of Reference of the Committee can be found at
http://www.theaaplc.com/investors/corporate-governance/
board-and-committee-terms-of-reference

Risk Management Framework

For risk management to work effectively in the AA, the following
arerequired:

> An effective risk culture in place with risk management embedded in
the business

> The timely identification, reporting and management of the principal risks

>Theregular review and updating of risk registers, including the
assessment of risks and their respective controls

>Timely and accurate reporting of incidents and near misses

> The operation of management “snap checks” (control effectiveness
tests) to confirm the adequate operation of key controls

> Theimplementation and tracking to resolution of management actions
for risks outside of tolerance or appetite, deficient controls, incidents
andissues
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Risk Committee Report
continued

>Thereporting of key risk indicators (KRIs)

>Engagement from allemployees to effectively manage risk and operate
the organisation’s control framework

The effective operation of the above is monitored by the Committee.
The AA’s Risk Management Framework is reviewed annually by
the Committee.

Grouprisk appetite

During the year, in addition to the standard reports from the Group Risk
Manager and the Head of Compliance, the Committee has received
presentations from various areas of the business to enable it to review
and consider specific risks. Subjects covered have included:

> Information/cyber security (including the AA shop data breach and
network access controls)

>Road Operations Service Levels

>Sales and Retention/Service - Quality Scores and Service Levels

Itis the responsibility of the Board to set and agree the Group risk appetite
and thisis regularly reviewed by the Committee. The appetite takes into
account the level of risk and risk combinations that the Board is prepared
to take to achieve the Company’s strategic objectives together with the
level of risk shock that the Group is able to withstand. The AA’s Risk
Appetite Framework outlines the amount of risk the organisationis willing
to take.

Principalrisks and uncertainties

The Board has identified, and monitors on an ongoing basis, the principal
risks tothe AA, including those risks that would threaten its strategy, future
performance, solvency or liquidity. Set out on pages 34 to 37 are the risks
the Board considers to be of most significance to the Group in terms of
preventing or restricting execution of its strategy, together with the
mitigating activities that we have putin place to try to prevent such risk
materialising. We recognise that other risks are still present and seek to
ensure that they are managed accordingly.

Itis recognised that the Group is exposed to a number of risks, wider than
those listed. However, we have disclosed those of most concern to the
business at this moment in time, including those that have been the
subject of debate at recent Board and Committee meetings.

Committee activity during the 2018 financialyear

The Committee receives regular reports on risk management
whichinclude:

> The status of the principal risks and the top risks identified by executive
management including horizon and emerging risks

>Materialincidents and near misses

> Control effectiveness details

>Progressin completing actions to rectify control deficiencies
>The Group Risk Appetite Dashboard

>KRl exceptions

> Risk management Key Performance Indicators (KPIs)
>Minutes of the ERCC
>Updates from the chairs of the ARCCs

> Preparations forimplementation of the new GDPR requirements in 2018

>Complaint Handling

>Payment Cards - Secure Data Transfer and MasterCard & Visa
Processing/preparation for the Revised Payment Services Directive
(PSD2)

>IT and Business Transformation

> Updates on both the rectification of the dual/multiple cover issue
for members and non members and customer renewal processes

>Cyber Insurance

Initiatives during the 2018 financial year

Initiatives to improve our Risk and Control Framework were noted in our
Annual Report for the 2017 financial year - what we said we would do and
what we have done:

Keep our Risk Framework and Culture fresh and relevant to the business,
including simplifying the risk framework where possible, ensuring the
risk management framework adds additional value to the business and
provides a platform for employees to speak up and voice any concerns
they may have

Actions undertaken:

>Risk reporting has been updated and improved

>The Group Risk team have continued to work with the business areas
to make sure that new and changing risks are highlighted, and KRI
exceptions reported

>The ERCC has been realigned and now has agenda items for “Significant
Incidents, Near Misses and KRl triggers; Root Cause and Corrective
Actions” and “Risk Deep Dives” together with the standard business
area Risk Summaries

>Aseries of Speak Up roadshows facilitated by the Heads of Compliance
and Internal Audit were run including training many staffin risk
management and incident reporting

> The Whistle Blowing policy has been recommunicated with “Blow the
whistle!” posters displayed at our premises
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Use the Risk Management Framework to help support the ongoing
cultural transformation in the AA

Actions undertaken:

>Business Risk Forums have encouraged participants to speak up
and share:

—incidents and near misses including control failures and the root causes

- changing and new risks

- KPI/KRI exceptions

- progress implementing corrective actions

>»Ongoing Risk Management framework training has been given to make
sure therisk culture, framework and appetite is understood together with
how the framework can be used to benefit the AA and protect
stakeholders.

Improve the process for incident management to better learn from
errors and ensure more timely effective resolution and the prevention
of similar incidents

Actions undertaken:

>Theincident and near miss process has been refreshed

>The Group Risk team has worked closely with the business to help rectify
incidents and improve the control framework following identified issues.

Continued improvement to historic poor practices and processes

Actions undertaken:

> The formation of the Central Assurance function has resulted in
improved co-ordination, with Legal, Company Secretariat, Group Risk,
Compliance, Data Protection/GDPR and business continuity planning

>Internal Audit, Health & Safety, Corporate Insurance and Business
Assurance are also included as attendees at the Central Assurance
Steering Committee

>The Group Risk team have worked with various business areas to help
them process map key activities and better understand their processes
and key controls

Improve the quality of the reporting that flows to the Committee

Actions undertaken:

>As described above, the reporting to the Committee has beenimproved
with greater focus on the key risks and material incidents and greater
priority given to KRIs

The Committee’s plan for the 2019 financial yearincludes:

We will:

>Support the new Chief Risk Officer to improve risk culture through the
business

>Ensure Risk Appetite is better used in decision making

>Integrate arevised Incident Management and root cause analysis
process and procedures into normal business activity

>Increase the Group Risk team’s participation in Project Steering groups to
include more of the Group’s Top 50 projects. This will provide increased
visibility on the identification and management of project risks

> Refresh the process for the identification and reporting of Horizon/
Emergingrisks

>Review how best to measure and report risk culture in the organisation

>Refreshthe Snap Checks in place in the business to make sure they
reflect changing working practices, evolving risks and the controls we
place reliance on, to make sure the quality of the checking undertaken
is satisfactory

> Refresh the KRI Ml suite to make sure that the KRIs are tracking the
appropriate key risks and controls

>Focus on the timely completion of actions arising from incidents
and reviews

b G

Andrew Blowers
Chair of the Risk Committee
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Effectiveness

Audit Committee Report

The Committee has played a key
oversight role in major decisions
and initiatives within the business,
acting to ensure the pace of change
is appropriate.

Andrew Miller

Chair of the Audit Committee

Dear Shareholder,

| am pleased to present the report of the Audit Committee (the Committee)
for the financial year ended 31January 2018, during which the Committee
has continued to review the Group’s internal controls, consider significant
financial reportingissues and judgements, and scrutinise the financial
results prior to their submission to the Board.

As advisedinthe 2017 Annual Report the Committee undertook an audit
tender process which resulted in the appointment of PwC with effect from
the 2019 financial year. Further details on this matter are provided later
inthis report. The Committee also considered the ongoing relationship
with Ernst & Young LLP in terms of the quality of their work and concluded
that the effectiveness of the external audit process remained strong.

The Committee has continued to develop the themes addressed in the
2017 financial year, arising from the Financial Reporting Council’s guidance
on audit committees which takes full effect from this reporting year.

These themes have been designed to ensure that the Committee’s
relationships with the Board, executive management, and internaland
external auditors are characterised by a frank, open working relationship
and a high level of mutual respect and that the Committee performsarole
of oversight, assessment and review.

During the year the business has remained focused on the development
of culture initiatives which included rolling out a staff engagement survey
in December 2017. The results of the survey together with a schedule of
actions to be undertaken during the next year as a result of the findings
are presented in the Our people section on pages 40 to 42.

The dismissal of Bob Mackenzie and the appointment of John Leach

as Chairman and Simon Breakwellas CEO have led to extensive changes
inthe leadership structure, which has further highlighted the focus

on strategy.

The IT transformation project continued to be a focus as well as progress
towards implementation of systems, processes and controls to seek
compliance with the GDPR, which come into effectin May 2018.

The Committee has played a key role in these matters, taking a keen
interestin the progress of initiatives, providing oversight and supervision
while seeking to ensure the pace of change is appropriate.

The Committee comprises three members. With the exception of

John Leach, whois now Chairman and will step down when an appropriate
replacement is appointed to the Committee, all the other members are
independent NEDs, who satisfy the requirements of the Code and the
Committee’s Terms of Reference.



AA plc Annual Report and Accounts 2018 "

As Chair of the Committee, l invite the CEO and the CFO to attend meetings

of the Committee where appropriate and the Company Secretary
attends as Committee Secretary. The Head of Internal Audit also attends
regularly, except where the performance of internal audit is discussed.
Jonathan Roe, as Chair of the ARCC of our regulated Insurance broker,
AAISL, also regularly attends to ensure consistency and facilitate good
communication across the Group. Other senior executives may attend as
required to provide information on matters being discussed which fallinto
their area of responsibility. The Committee considers that receiving these
updates helps to provide aninsight into the business’s challenges and
aspirations as well as providing an opportunity to challenge and discuss
these, while sharing our extensive experience and considering the issues
with anindependent perspective.

The externalauditors, Ernst & Young LLP, also attend each meeting,
except where discussion includes matters relating to theirindependence,
performance and reappointment, fees or audit tendering.

Committee roles and responsibilities

The Committee members have an appropriately wide range and depth
of relevant financialand commercial experience. These skills ensure
that the Committee has the necessary range of competencies to fulfil
its Terms of Reference, to provide an independent perspective, and to
support effective governance. Furthermore, all three members of the
Committee have recent and relevant financial experience.lam a member
of the Institute of Chartered Accountants of Scotland and have recent
experience as CFO of Trader Media Group, which owns Autotrader.
John Leachis a Fellow of the Institute of Chartered Accountants and the
Association of Corporate Treasurers. Andrew Blowers has extensive
financial services experience (with a particular focus on the insurance
industry) and has worked in an advisory capacity with the Financial
Ombudsman Service. The Board therefore considers that the
Committee meets the Code requirements in regards to its expertise.

Allthree members of this Committee sit on the Risk Committee and |,

as Committee Chair, also sit on the Remuneration Committee, to facilitate
efficient cross-communication and ensure that all risk and audit issues are
addressed effectively.

The Committee meets regularly to fulfil the following core responsibilities:

>Monitor the integrity and effectiveness of our financial reporting

>Review and recommend the statutory, preliminary finaland interim
financial results to the Board

>Maintain oversight of financial and other regulatory requirements and
make recommendations as to the impact on our financial statements

>Review and approve the internal audit plan for the following financial
year, ensuring itis aligned with our key strategic priorities

The Committee ensures that regular updates are provided to the Board
on how the Committee has discharged its responsibilities.

Full Terms of Reference of the Committee can be found at
www.theaaplc.com/investors/corporate-governance.aspx

Committee activity during the 2018 financial year

The Committee undertook the following activities during the year:

>Oversaw a formal audit retender for the provision of external audit services

>The Corporate Governance and Reporting Division of the Financial
Reporting Council (FRC) conducted a thematic review of pension
disclosures during the year. The AA plc Annual Report for the year ended
31January 2017 was selected as part of this review. As a result of the
review, the FRC identified the pension disclosures in the 2017 Annual
Report as being an example of best practice

>Oversaw progress towards delivery of the IT and business
transformation programmes

>Reviewed and made recommendations in relation to the statutory,
preliminary finaland interim financial results

>Reviewed cash flows

>Oversaw data protection and management of risk

>Reviewed debt and financial instruments

> Approved and oversaw key policies and practices

>Reviewed the internal audit and compliance assurance plan, design and
delivery, with particular focus on key strategic priorities

> Assessed the effectiveness of the internal audit function and continued
to keep under review the adequacy of internal controls

>Reviewed and monitored the effectiveness, tenure and independence
of the externalauditor

>Undertook a thorough review of the Annual Report and Accounts to
ensure that the narrative messages are consistent and accurately reflect
the financial statements and that the information as a whole is fair,
balanced and understandable

>Received reports from the AAISL Culture and Conduct Committee and
the AAISL ARCC Chair

>Reviewed progress of the GDPR compliance project

The Committee’s action plan for the 2019 financial year

Looking ahead, the Committee will remain focused on the auditand
assurance processes within the business, and maintain its oversight of
financialand other regulatory requirements. The action plan for the 2019
financial year will focus on:

> Ensuring a smooth transition to the new audit team at PwC

>Ensuring a smooth transition to a new Audit Chair

>Reviewing and making recommendations in relation to the statutory,
preliminary finaland interim financial results

>Review of cash flow

>Review of assurance plan, design and delivery, with particular focus on
key strategic priorities

> Approval of internal audit plan and oversight of key policies and practices

> Assessing the effectiveness of the internal audit function and keeping
under review the adequacy of internal controls

>Undertaking a thorough review of the Annual Reportand Accounts to
ensure that the narrative messages are consistent and accurately reflect
the financial statements and that the information as a whole is fair,
balanced and understandable
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Audit Committee Report

continued

Significantissues

The Committee has assessed whether suitable accounting policies have been adopted and whether management has made appropriate judgements

and estimates.

Throughout the year, the finance team has worked closely with Ernst & Young LLP to ensure that the Group provides the required level of disclosure
regarding the significantissues considered by the Committee in relation to the financial statements, as well as how these issues were addressed,
while being mindful of matters that may be business sensitive.

The main areas of judgement that have been considered by the Committee to ensure that appropriate rigour has been applied are set out below.

Theissueand
its significance

Workundertaken

Outcomeandactions

Revenue The accounting policies for revenue recognition prepared by management The Committee agrees with management’s assessment that
recognition have been presented to the Committee which has concluded that they remain the internal controls have remained effective during the year,
consistentand appropriate. The Committee has reviewed management’s however there were instances where IT controls were not
assessment of the internal control framework over revenue which includes operating as documented and this will be subject to follow up
IT controls. This assessment has highlighted some issues with the initial work by the Committee.
revenue recognition of Roadside Assistance membership subscriptions by the . .
membership database as well as the additional controls that management has Based ontheimpact assessment ofadopﬁlng IFRS15, .
putin place toidentify and correct for these issues. The Committee notes that .management has concluded that thc_ere willbe no material
the current IT transformation plans include the replacement of the membership |mp9ct onrevenue from gdoptlng t.h'S standardalthough
. . PP dditional disclosures will be required.
database which willimprove the controls over revenue recognitionin this area. a a
Management has also carried outanimpact assessment to determine the impact
of adopting IFRS 15 “Revenue from contracts with customers” which is effective
forthe Group from1February 2018.
Cybersecurity Review of existing administrative and technical controls in place to manage the Work has been undertaken toimplement and strengthen
risks associated with cyber security. This was based upon activity conducted controlsinthis area, especially around access, licence
by the Information Security team and included testing undertaken by an management, use of PCs, laptops and databases. Oversight of
independent trusted security partner. This highlighted a number of areas of thisis now managed by the Risk Committee and in the coming
focus where remediation actions were needed to address known issues year the Committee plans to review datain more detail.
and vulnerabilities.
Pensions The Group’s defined benefit pension scheme is a significant net liability on the The Committee has considered both the process that
accounting Group’s balance sheet (see note 25 to the consolidated financial statements) management undertook to finalise the assumptions and

and the value of the scheme will fluctuate due to changes in the underlying
assumptions. The main assumptions which drive these fluctuations are
forecast corporate bond yield rates and the forecast inflation rate.

how these assumptions benchmark against the market.

The Committee has concluded that the assumptions are
consistent with the prior year and the overall valuation of the
net liability is appropriately balanced.

The Committee has also reviewed the disclosures relating to
the defined benefit pension scheme and is satisfied that they
are appropriate.

Impairment of
goodwill

Management has prepared discounted cash flows based on the latest Board
approved strategic plan. These discounted cash flows have been compared to
the carrying value of goodwill. Animpairment of goodwill of £26m has been
identified in respect of the Driving Schools and £1min respect of DriveTech.

The Committee has considered the basis of preparation of the
discounted cash flows and is satisfied that these reflect the
latest strategic plan of the Group. This identified that a historic
goodwill balance allocated to driving schools was now impaired
by £26m. In addition, a smallerimpairment charge of £1m has
alsobeenincurredinthe yearasaresult ofimpairment reviews
carried out. See further details in note 26 to the consolidated
financial statements. There s sufficient headroom compared to
the carrying value of the remaining goodwill.

External auditor
The Committee manages the relationship with the Group’s external
auditor on behalf of the Board.

Effectiveness, tenure and independence of the external auditor
Ernst & Young LLP has been the Group’s auditor since the audit for the
year ended 31January 2008. The Company fully supports audit partner
rotation and refreshment. Kathryn Barrow is the current audit partner,
having been appointed during the 2016 financial year. The Committee
considers annually the scope, fee, performance and independence of

the external auditor. After careful and thorough review, the Committee
believes the independence and objectivity of the external auditor and the
effectiveness of the audit process are safeguarded and remains strong.
We have received confirmation from Ernst & Young LLP that they
remained independent and objective within the context of applicable
professional standards.

We have ensured that management confirmed compliance with our
Group’s policies on the employment of former Ernst & Young LLP
employees and on the use of Ernst & Young LLP for non-audit work.
The latterissueis discussed in further detail below.
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Tender process for external audit services

During the 2017 financial year, in recognition of the FRC Ethical Standard
2016, the Committee approved the decision to commence a tender process
for external audit services. The process took place during the 2018 financial
year and concluded with the selection of PwC. This process meets the
Code’s requirement to put the external audit out to tender every ten years.

Three firms were invited to tender and as the currentincumbent, Ernst &
Young did not put themselves forward as a candidate for consideration.
One firm declined to take partin the tender. The remaining two firms
presented to a panel which consisted of myself as the Chair of the
Committee, the CFO, Chair of the AAISL Audit, Risk and Culture Committee
(ARCC), the Company Secretary, the Finance Director and the Chief
Accountant. The AAISL ARCC Chairman and myself then met the lead
partner of each firm together with the regulatory partner. An analysis of
the firms was undertaken, which included a decision criteria scoring
process. Conclusions were presented to the Committee for their
discussion. Following consideration of the conclusions, the Committee
recommended to the Board that PwC be appointed. The Board agreed
with the recommendation and approved the appointment.

PwC will commence audit of the Group’s financial statements with effect
from the year ending 31January 2019.

We would like to thank Ernst & Young LLP for their 11 years of service as
auditors as well as, support for the IPO and three debt financings.

Auditfees

AA plc has complied throughout the 2018 financial year with the
provisions of the Statutory Audit Services Order 2014 issued by the
Competition and Markets Authority.

Internal controls

The Committee works closely with the Risk Committee and has
completed its review of the Group’s systems of internal controls and their
effectiveness for the 2018 financial year and has done soin accordance
with the requirements of the Code. It should be noted that the Group’s risk
management systems are designed to manage rather than eliminate the
risk of failure to achieve business objectives and they can only provide
reasonable and not absolute assurance against material misstatement
orloss.

Thereview included, among other things, consideration of:

>The Company’s risk appetite (as described in the Risk Management
section on pages 32-33)

>The operation of the risk management and internal control system,
including the output from aninternal audit review of this area

> The assessment of risks within the three-year business planning process

>The principal risks facing the business, along with the changes to those
risks during the year and the mitigating actions being taken in respect of
them (see details in the Risk Management section on pages 34-37)

>The outputs from the risk incident and near miss reporting process

Details of fees paid to our auditors are listed in note 31. The audit fee for the
2018 financial year was £1m.

Non-audit fees

2018 2017
Project £000 £000
July 2017 refinancing 86 -
AAlreland disposal - 201
FRS101conversion - 20
December 2016 refinancing (final fee) - 208
Total non-audit fees in financial year 86 429
Audit fees 1,122 1,140
Non audit fee ratio 8% 38%

The Committee remains mindful of engaging the statutory auditor for
non-audit services and of potentialissues of independence and regularly
reviewed theissue of non-audit fees atits meetings.

The Committee recognises that, in some instances, itis more timely and
cost-effective for our audit firm, who are already familiar with the Group
and its finances, to advise on non-audit matters. This is limited to work
where the risk of the auditors’ independence being impaired is low and
where appropriate safeguards can be putin place. This hasincludedin
the year, work required by regulation in respect of the Group refinancing.

The Group has an external auditor independence policy (the Policy) in
place whichis reviewed annually by the Committee in light of relevant
ethical guidance and the Committee seeks to ensure thatitis adhered to.

The Group acknowledges and supports the FRC Revised Ethical Standards
and our Policy reflects these revised standards and accordingly, sets out
our commitment to maintaining a 70% cap on non-audit fees with the
external auditor. The Committee will monitor compliance with the Policy
as part ofits role in reviewing auditor independence and the effectiveness
of the audit process.

Inthe Committee’s opinion, there were no significant failings noted
from this review however a number of recommendations were made,
particularly in respect of the IT controls environment. The Group has
adopted acceptable and appropriate accounting policies and made
appropriate estimates and judgements as and where necessary.

The Committee also believes that this Annual Report and Accounts
provides the information necessary for shareholders to make an
assessment as to the Group’s performance, business modeland
ongoing strategy.

The Committee also works with the Risk Committee:

>Ensures that there is an ongoing process for identifying, evaluating and
managing the principal risks faced by the Company and the Group

> Confirms that the systems have been in place for the year under review
and up to the date of approval of the Annual Reportand Accounts

>Confirms that they are regularly reviewed by the Board

>Ensures that the internal control systems accord with the FRC Guidance

Further details on our risk management can be found on pages 32-37 and
inour Risk Committee Report on pages 67 to 69.

The Group’sinternal controland risk management systems ensure the
accuracy and reliability of financial reporting. The key features of those
systemsinclude:

>Documented financial governance framework

> Comprehensive budgeting and reporting processes

> Defined lines of accountability and delegation of authority

>Review and approval of key accounting policies and estimates

> Preparation of consolidated accounts

>Investment appraisal process for evaluating major capital expenditure

> An embedded whistleblowing policy

> Project governance and information security
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Audit Committee Report
continued

Committee review

Isthe reportunderstandable?

As part of the external Board evaluation process carried out during the
year by Condign, the Committee was considered to be working effectively.
More details of the review can be found on page 58.

Fair, balanced and understandable

Atthe request of the Board, the Committee considered whether, inits
opinion, the Annual Report and Accounts for the 2018 financial year is fair,
balanced and understandable and whether it provides the information
necessary for shareholders to assess the Group’s performance, business
model and strategy.

As part of this process, the Committee discussed what information and
level of debate and insight it would need in order to satisfy members
that financialinformation was fair, balanced and understandable.

The Committee was provided with a copy of the Annual Report early
inthe drafting process in order to assess the broad direction and key
messages being communicated. The Committee received further
drafts prior to the meeting at which it would be requested to provide
its final opinion.

When forming its opinion, the Committee reflected on the information
it had received and its discussions throughout the year. In particular,
the Committee considered:

Isthe report fair?

>Isthe whole story presented clearly and articulately?

>Are the key messages in the narrative reflected in the financial reporting?

>Has any sensitive material been omitted?

> Are the KPIs disclosed at an appropriate level based on the financial
reporting and how the business measures performance?

>Is the reporting on the business segments in the narrative reporting
consistent with that used for the financial reporting in the financial
statements?

Isthereportbalanced?

>Isthere consistency between the narrative reporting in the frontand the
financial reporting in the back of the report?

> Do you get the same message when you read the two parts independently?

> Are the statutory and adjusted measures explained clearly with
appropriate priority and prominence?

>Are the key judgements referred to in the narrative reporting and the
significantissues reported in this Committee Report consistent with the
disclosure of key estimation uncertainties and critical judgements set out
in the financial statements? How do these compare with the risks that
Ernst & Young LLPis planning onincluding inits report?

>Isthereaclear and understandable structure and presentation to the
report?

>Is the language clear and the layout easy to navigate with good linkage
throughoutina manner that reflects the whole story?

>Are theimportant messages highlighted appropriately throughout
the document?

Followingits review, the Committee is of the opinion that this Annual
Reportand Accounts for the 2018 financial year is representative of the
year, is consistent with its understanding of the business and results,
and presents a fair, balanced and understandable overview, providing
the necessary information for shareholders to assess the Group’s
performance, business modeland strategy.

This will be my final report as Committee Chair as | will not be standing

forre-election at the 2018 AGM. | wish the Company every successin
the future.

W, p

Andrew Miller
Chair of the Audit Committee
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Remuneration

Directors’ Remuneration Report

This has been a challenging year,
but we are now normalising the AA’s
remuneration structures toalign
more closely with good practice,
inour drive to build a better AA.

Suzi Williams
Chair of the Remuneration Committee

Dear Shareholder,

On behalf of the Remuneration Committee (the Committee), | present the
Directors’ Remuneration Reportinrespect of 2018.

It has been a challenging year during which the Committee has been
required to respond to some difficult circumstances. It has also been a
period of renewal and of fresh starts, with a new CEO and a new strategy
to build a better AA for our stakeholders. As a result, the Committee has
been required to consider the executive pay structures which bestalign
to this — in terms of both governance and shareholder value creation.

Departure of the Executive Chairman and appointment of Acting CEO

On1August 2017, the Board dismissed the former Executive Chairman.
There was a need to make a swift interim appointment and Simon
Breakwell agreed to take on the role of Acting CEO.

No payment for loss of office was made in connection with the former
Executive Chairman’s departure. Following his departure from the
Company, the Committee resolved that the former Executive Chairman
would forfeit allinterests in the legacy MVP share arrangements.

The compensation for the Acting CEO was set at equivalent base salary
and annual bonus opportunity as the previous Executive Chairman
(pro-rated for the interim period) but with no participationin long term
incentive schemes.

Appointment of CEO

During the search and selection process the Committee gave
consideration to the remuneration package for the permanent CEQ.
The Committee’s objective has always been to transition over time,
towards more conventional, good practice UK listed company pay
arrangements. Hence, when considering the package for anincoming
CEO appointment, the Committee took the opportunity to better

align our approach with mainstream FTSE remuneration practices.
This would include:

>No further awards under the highly leveraged MVP share arrangements.

>Long term share incentives under a mainstream Performance Share Plan
with annualawards in line with normal practice.

> Good governance remuneration features such as malus, clawback and
holding periods.

The Board was delighted to appoint Simon Breakwell to the role of CEO.
In particular, his experience in running large operations coupled with
his strong digital background, mean he is well-placed to drive our
transformation and build a better AA with a better future.

Onappointment, he was granted a long-term share award under the
Performance Share Plan over 1.15m shares. The ongoing remuneration
arrangements were set as follows:

>Base salary at £700,000 - whichis £50,000 lower than the previous
Executive Chairman.

>No participationin the MVP share awards.

> Maximum annual bonus of 150% of salary — with mandatory share deferral.

> PSP opportunity of up to 200% of salary per annum - awards subject
to atwo-year holding period.

> Shareholding guidelines of 200% of salary - to be built up over five years.
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Directors’ Remuneration Report
continued

PSP performance measures and targets

Share ownership

Following his appointment, Simon undertook a rigorous review of the
business and developed our new strategy, which was announced to our
shareholders on 21February 2018.

The next few years will be a critical time for the AA as Simon leads
substantial change to modernise our business and deliver sustainable
growth for our shareholders. Against that background, itis important that
the measures and targets for our long term plan are aligned to our strategy.
Following the announcement of the preliminary results for the year,

the Committee will be consulting with major shareholders regarding
measures and metrics for the long-term share awards granted under

the PSP.

While the Committee had originally hoped to have completed this process
prior to the publication of the Remuneration Report, we were also keen to
ensure arobust process of engagement with shareholders so that their
views could be represented in the Committee’s final deliberations.

We remain committed to providing transparent disclosure of our approach
to pay and therefore once the final terms have been agreed we intend to
provide additional disclosure of the targets and awards, and are working
towards this being on our website in advance of the AGM.

Annualbonus out-turns for the 2018 financial year

This has been a challenging year for the AA and of course this is reflected
in our bonus out-turns.

The profit targets we set at the start of the year have not been met. In that
context, whilst Martin Clarke delivered strongly against his individual
objectives for the year, he has requested not to be considered for a bonus.

Simon Breakwell was appointed as Acting CEO midway through the year.
The Committee therefore concluded that it was fair for his part-year
bonus to be based on the profit guidance provided to the market at the
time of mid-year results in September 2017. These profit targets were
complemented with a set of key strategic priorities for the period leading
to the year-end. The profit outcome was within the target range. He also
achieved against his strategic priorities.

Simon Breakwell requested that his annual bonus outcome be reduced
toreflect bonus outcomes for the wider AA team, and the Committee
exercised discretion to reduce the outcome by 10%. Simon has decided
to use the whole of hisannual bonus to purchase AA shares.

Approval for new policy

This 2018 AGM will be the third anniversary of shareholder approval of our
binding policy in 2015. Therefore, in accordance with the UK regulatory
regime, shareholders will be provided with a binding vote in respect of

our 2018 Policy.

For the purpose of the policy, the key changes are to reflect our new UK
listed practice incentive policy (150% annual bonus and 200% PSP, rather
than 120% annual bonus and participation in the leveraged MVP share
arrangement) and the introduction of bonus deferral and holding periods.

The Committee has introduced a new shareholding requirement of 200%
of salary. Simon Breakwell will build up this holding during the course of
his tenure. As a step towards meeting this guideline, Simon has voluntarily
decided to invest his full after-tax FY18 bonus into shares. Overa number
of years, Martin Clarke has personally chosen to retain and build on

his very significant shareholding in the Company, which means that

he has been aligned with the experience of our shareholders since IPO.

Inthe wider organisation we have been pleased by the take-up of the
all-employee share incentive plan (ESIP), which is now operated onan
ongoing basis. There are currently 33.2% of employees participating in the
planand the Board is pleased to see employees across the business have
sharesinthe Company.

Summary

Asloutlined at the start, this has been a challenging year for the business
and for our shareholders. Our approach to remuneration has sought to
normalise the AA’'s remuneration structures, and deliver alignment with
the shareholder experience, whilst at the same time supporting the
appointment of new leadership and our drive to build a better AA.

G —

Suzi Williams
Chair of the Remuneration Committee
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ANNUAL REPORT ON REMUNERATION

This section of the Directors’ Remuneration Report sets out a summary of
how we intend to implement the 2018 Policy in the forthcoming financial
year, as well as information on remuneration paid to Directors during the
2018 financial year. Where information has been audited, this has been
stated. The Committee Chair’s statement provides further context to the
decisions made.

IMPLEMENTATION FORTHE 2019 FINANCIALYEAR

A new Remuneration Policy will be presented to shareholders for
approval at the 2018 AGM (2018 Policy). Subject to shareholder approval
of this new Remuneration Policy, the following summarises how
remuneration arrangements will be operated for the 2019 financial year.

SALARY AND BENEFITS

The annualsalary levels of the Executive Directors are set outin the
table below.

LONG-TERMINCENTIVES

As part of the transition to more conventionalincentive arrangements,
long-termincentive awards are now granted under the Performance Share
Plan (PSP). Under this plan, awards are subject to a three-year performance
period and, for Executive Directors, atwo-year holding period. PSP awards
are also subject to malus and clawback provisions.

The Committee intends to set the performance criteria for this award so that
thereis close alignment to successful execution of the strategy and delivering
for shareholders. The Committee will be consulting with major shareholders,
following announcement of the preliminary results for the year, regarding

the terms of this award including performance criteria. This processis still
ongoing, and therefore the details of the proposed award have not been
includedin this report. Once the final terms have been determined, the
Company intends to provide disclosure of the targets on our website prior
tothe AGM.

Inline with best practice, for future awards the expectationis that the
Company will provide prospective disclosure of proposed PSP awards
including performance criteria in the Remuneration Report.

. FY19 sal_a_r_y_.
Simon Breakwell £700,000 SHAREHOLDING REQUIREMENT
Martin Clarke £480,000

The ongoing arrangements for Simon Breakwell, the CEO, took effect from
1February 2018. The CEO’s ongoing salary has been set ata level thatis
£50,000 lower than the previous Executive Chairman. The salary for
Martin Clarke, the CFO, has not been increased since 1February 2015.

Role appropriate benefits are provided to both Executive Directors. In line
with the policy, Executive Directors receive a supplement of 11.7% of salary
in lieu of participation inany Company pension plan.

Executive Directors are expected to build up a holding of 200% of salary.
Simon Breakwell will be expected to build up this shareholding withina
reasonable timeframe, typically within five years of appointment. As at the
year-end Martin Clarke’s holding in AA shares exceeded 250% of salary
based onthe closing share price on 31January 2018 of 126p.

IMPLEMENTATION INTHE 2018 FINANCIALYEAR

Single total figure of remuneration (audited) - Executive Directors

ANNUALBONUS

The maximum bonus opportunity for the CEO for the 2019 financial year
willbe 150% of salary. Up to 120% of salary would be payable in cash
and up to 30% of salary would be deferred into shares for three years.
The maximum bonus opportunity for the CFO will remain unchanged
at120% of salary.

For the 2019 financial year, the bonus will continue to be based on
Trading EBITDA and strategic individual objectives, with the majority
weighted towards Trading EBITDA.

The non-financial objectives are subject to a profit underpin.

The precise performance targets for the coming year are considered
to be commercially sensitive at present and the Committee

provide expanded disclosure of targets on a retrospective basis.

The 2019 bonus willagain be subject to both malus and clawback
provisions.

The table below set out the total remuneration for the Executive Directors
for the year ended 31January 2018.

Bob Mackenzie?
Martin Clarke (Former Director)
2018 2017 2018 2017 2018 2017

Simon Breakwell'

Salary 375 - 480 480 399 750
NED fees 48 95 - - - -
Taxable benefits 2 - 24 24 26 17
Retirement benefits® 29 - 56 56 44 88
Shorttermincentives 31 - - 346 - 514
Long-termincentives* - - - - - -
Total 765 95 560 906 469 1,369

1 Theremuneration shown for Simon Breakwell relates to his position as CEQ in the period from
1August 2017 onwards and fees paid in respect of his previous NED role.

2 Bob Mackenzie was dismissed from his position as Executive Chairman on1August 2017.
No remuneration payment or payment for loss of office was made in connection with his
departure. A payment was made in lieu of 8 days accrued holiday (totalling £22,000) which
has beenincludedinsalary above.

3 Simon Breakwell received a supplement for retirement benefits of 11.7% from the date of
his appointmentas permanent CEO.

4 Nolong-termincentives vested in respect of the year. As at 31 January 2018 the only long-
termincentive granted to Martin Clarke was in the form of MVP shares. The first test of the
performance conditions for MVP shares was undertaken on the third anniversary of Admission,
inJune 2017, and performance conditions were not met at that time.
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Directors’ Remuneration Report
continued

Additional notes to the table

Remuneration arrangements for Simon Breakwell

Simon Breakwell was initially appointed as interim CEO on 1August 2017,
following Bob Mackenzie’s dismissal. At the time of this appointment it
was agreed that Simon’s interim annual salary would be set at £750,000
and he would be entitled to a maximum bonus of up to 120% of salary
(pro-rated for time in post). This interim salary and bonus was the same
as for the previous Executive Chairman, however, with no participation
inthe MVP arrangements. These terms remained in place for the 2018
financial year.

Following the completion of the search and selection process for the Chief
Executive role, Simon Breakwell was appointed as CEO on 25 September
2017. The Committee carefully considered the remuneration package,
taking into account the size and complexity of the organisation, the scale
of the transformation and the Committee’s desire to move to more
conventional FTSE remuneration practices.

In this context, the Committee determined that:

>The base salary for the CEO will be £700,000, which is £50,000 lower
than the previous Executive Chairman.

>The CEO would not participate in the MVP share arrangement which was
putin place for the Executive Directors prior to Admission.

> The maximum bonus opportunity for the CEO will (subject to approval
of the 2018 Policy) be 150% of salary, of which a portion will be deferred
into shares.

>Long-term incentives will be in the form of conventional performance
share awards granted under the Performance Share Plan (PSP).
These awards will be subject to a two-year holding period.

Onappointment, Simon Breakwell was granted a long-term share award
under the Performance Share Plan. Further details of this award are set out
on page 79 below.

Taxable benefits

The benefits for the Executive Directors include a car related benefit,
private medicalinsurance, permanent health insurance and life assurance.
Life coveris four times annual salary payable should death in service occur.
Private medicalinsurance is provided for the Executive only (family cover
at the additional cost to the Executive Director). Permanent health
insurance cover equal to 75% of the Executive Director’s annual salary

is provided (as long as the Executive Directoris a member of the AA UK
pension scheme, or otherwise by arrangement).

Retirement benefits

The amount set outin the table represents the Company contribution

to the Executive Directors’ retirement planning. The Company makes
contributions equalto 11.7% of annual basic salary. Simon Breakwell was
entitled to this contribution from the date of his permanent appointment
totherole.

Shorttermincentives -annualbonus

As described above, Simon Breakwell was initially appointed as Chief
Executive onaninterim basis in August 2017. The 120% bonus opportunity
was pro-rated to reflect the time in post and was therefore capped at

60% of his annual interim salary for the year. Consistent with best

practice awards were subject to malus and clawback provisions.

Given that performance was to be assessed over a shortened period,
the Committee concluded that the structure of the bonus should be
tailored with the majority of the award linked to delivery of key
short-term strategic priorities.

For FY18, 40% of his award was linked to Trading EBITDA, with targets
built around the profit guidance provided to the market at the time of
mid-year results. Performance against the Trading EBITDA targets was
as follows:

Performance Performance 20% of 60% of 100% of Outcome
measure achieved element element element (% ofelement)
Trading EBITDA £391Im £372.9m £392.5m £412.1m 57%

The balance of the award (60%) was based on a scorecard of strategic
priorities identified by the Board. The strategic element was based on
objectives relating to people, the IT transformation and development of
the new strategy. Key performance highlights from the strategic targets
are summarised in the table below:

Performance

measure Outcome

16/20

Performance achieved

People > Objectives related to reviewing the organisational

structure

> Afullreview of senior talent was undertaken, key
internal talent was identified and fresh talent has
been broughtinto the senior management team

> Completion of first employee engagement survey
for severalyears, completed by 78% of our
employees

> Retain focus of highly engaged and committed
workforce

> Afulltech and data audit was initiated to fully
understand the capabilities of the business

IT transformation 19/20

> Review of breakdown and membership IT systems
and change to implementation approach during
the year

> Long-term action plan developed and approved

Strategy > Detailed review of business, and development of 18.5/20
new strategy for Building a Better AA, with clear

targets and objectives
> Launch of strategy to market in February 2018

Based on the above performance outcomes, the CEO accrued a bonus
equivalent to 76% of the maximum. Simon Breakwell recommended that
his bonus outcome should be capped to be aligned with outcomes for the
wider management team. The Committee exercised discretion to scale
back the FY18 bonus by 10%. This resulted in a bonus of 69% of maximum
(41% of his annual interim salary).

Simon Breakwell has voluntarily elected to use 100% of his after-tax

FY18 bonus to purchase AA shares, after announcement of the preliminary
results, in order to increase alignment with the future performance of the
business and the longer-term shareholder experience.

For Martin Clarke, the 2018 bonus was subject to a maximum of 120%
of salary and was subject to Trading EBITDA performance (70% of the
overall bonus), and individual objectives (30%). The threshold Trading
EBITDA target of £400m was not met.
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Martin Clarke delivered strong performance against his individual
objectives. Key performance highlights are summarisedinthe
table below:

Performance

measure Performance achieved

Individual > Successfulrefinancing which further reduced the cost of
objectives borrowings and extended the average maturity of our debt.

Since the IPOin June 2014 annual debt interest costs has been
reduced by £90m excluding the hedging costs

> Conclusion of the triennial review of the AA’s UK defined
benefit pension scheme and agreed a funding plan for the
deficit. Overall, the changes have reduced our exposure to
pensionrisks, increased our competitiveness within our
industry, and provided for a more consistent pension offering
across our business

> Key role in budgeting process in development of the forward
looking strategy

> Work relating to reorganisation of the finance function

> Ensuring continued compliance for regulated businesses

Martin Clarke informed the Committee that he did not wish to be
considered forabonusin respect of FY18.

Inrespect of the FY17 bonus, the Company agreed to disclose further
detail regarding the financial targets on a retrospective basis in this year’s
report. As disclosed in last year’s report, 38% out of 70% of the maximum
bonus was earned based on the FY17 Trading EBITDA result of £403m.
Forthe FY17 bonus, 20% of this element was payable for Trading EBITDA

of £386m, 60% was payable for £406m and 100% was payable for £427m.

Legacy scheme: MVP shares

No long-termincentive awards vested during the year.

The MVP shares structure was implemented at Admission in order to
align the interests of the MBI team and management with those of
shareholders in the period following Admission. Martin Clarke retains an
interestin MVP shares. Simon Breakwell does not hold any MVP shares
and will not participate in this arrangement.

Awards were granted in the form of A, Band C shares that would
convertinto ordinary shares of the Company provided a TSR hurdle
of 12% per annum was achieved over the three to five year period
following Admission.

The first review of the A share performance hurdle was undertakenin
June 2017. The TSR performance condition was not metin June 2017
and therefore the first tranche of this award did not convertinto ordinary
shares of the Company. The next review of performance against the
hurdle will be undertakenin June 2018. Itis not currently expected that
the performance hurdle will be met.

Thereis one further testing date in June 2019. If no vesting occurs on that
date, the MVP shares become cancellable for a total of £0.01.

Performance Share Plan

Onappointmentas CEO, Simon Breakwell was granted an award

under the terms of the PSP. Although no buy-out award was made on
appointment, the Committee did take into account reward opportunities
forfeited by Simon Breakwell as a result of his appointment. The award
levelremained within the limit of the recruitment policy approved

by shareholders.

As noted above, the Committee will be consulting with major shareholders
regarding the performance criteria for this award. This processis still
ongoing, and therefore the final targets have not beenincluded in this
report. Once the final targets have been determined, the Company intends
to provide disclosure of the targets on our website prior to the 2018 AGM.

While the 2015 Remuneration Policy did not envisage a holding period,
the Committee has determined that it would be appropriate for the 2017
award to be subject to an additional holding period after the end of the
performance period. Itis intended that a holding period will apply to

this award, so that 50% of any vested shares will be released on the

4th anniversary of the grant date, with the balance released onthe
5thanniversary of the grant date.

Schemeinterests awarded during the financial year

Percentage
vestingat
Number of threshold  Performance
Grantdate shares  performance period Vesting period
Simon 27 October 1,148,606' 25% of FY18toFY20 3years
Breakwell 2017 maximum

1 Based onthe10-day average share price prior to the date of grant (161.5p), the face value of the
awardis £1,855,000. This was equivalent to 247% of Simon Breakwell’s annualinterim salary
for FY18 or 265% of Simon Breakwell’s FY19 salary.

No PSP awards were granted to Martin Clarke in FY18, and he had no
outstanding awards under this plan as at the year end.

Payment for loss of office and payments to former directors

Bob Mackenzie was dismissed as Executive Chairman of the Company on
1August 2017. Bob Mackenzie received payment of salary and benefits
whilsta Director only. A paymentin lieu of eight days accrued holiday
(totalling £22,000) was made but no other payment has been madein
connection with his departure. Following his departure from the Company,
the Committee resolved that Bob Mackenzie will forfeit all interests in the
legacy MVP share arrangement in accordance with the provisions of the
Articles of the Association.

During the year no other payments were made to past directors.

NON-EXECUTIVE DIRECTORS

Single total figure of remuneration (audited) - Non-Executive Directors
The table below sets out the total remuneration for Non-Executive
Directors for the year ended 31January 2018.

2018 2017
Fees Benefits Total Fees  Benefits Total
Name (role) £000 _£000 £000  £000 _ £000  £000
John Leach!' 223 - 223 170 - 170
Andrew Blowers? 129 - 129 15 - 15
Simon Breakwell® 48 - 48 95 - 95
Andrew Miller 95 - 95 95 - 95
Suzi Williams* 87 - 87 80 - 80

1 John Leach was SID until 31July 2017 on £170,000 per annum and was appointed
Non-Executive Chairman on £275,000 from 1August 2017.

2 Andrew Blowersis Chairman of the Group’s Insurer and is paid an additional fee of £27,500 per
annum (2017: £20,000) for that role. Andrew was appointed as SID on 1August 2017 at which
point his total fees increased from £115,000 per annum to £135,000.

3 The figures shownin this table relate to the period to 31July 2017 when Simon Breakwell served
asaNon-Executive Director. Details of remuneration as CEO for the period from 1August 2017
are setouton page77.

4 Suzi Williams was appointed Chair of the Remuneration Committee on1August 2017.
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The current fees payable to the Non-Executive Directors are shownin the
following table.

Role FY18fee FY17fee

Non-Executive Chairman’ £275,000 N/A
Senior Independent Director (SID)? £12,500 £170,000?

Basic fee for other Non-Executive Directors £80,000 £80,000

Additional fee for chairing of Board Committee

(other than Nomination Committee) £15,000 £15,000

Additional fee for chairing of Group Insurer Board® £27,500 £20,000

1 John Leachassumed the role of Non-Executive Chairman with effect from1August 2017.

2 Underthe previous Board structure the Chairman held an executive role, and therefore the
SID had an expanded role as the most seniorindependent Director on the Board. Following the
Board changes which took effect from 1 August 2017, the Chairman is now a non-executive role
and therefore thisis reflected inthe FY18 SID fee.

3 The fee for chairing the Group Insurer Board increased on 1February 2017.

Statement of Directors’ shareholding and share interests (audited)

The Committee is supportive of Executive Directors building up and
maintaining a significant holding in the Company.

During the course of his tenure, Simon Breakwell is expected to build a
shareholding towards the guideline of 200% of salary. As noted above,
Simon Breakwellintends to use his after-tax FY18 bonus in order to
purchase shares in the Company. As at the year end, Martin Clarke has
built up a shareholding in excess of 250% of his salary (based on the
closing share price on 31January 2018 of 126p). The Committee views
these holdings as a key means of aligning their interests with those of
shareholders. The table below sets out the Directors’ (and any relevant
connected persons) share interests in the ordinary shares of the Company
as at 31January 2018.

Martin Clarke received an additional interest of 467 partnership shares
and 467 unvested matching shares under the ESIP scheme between
31January 2018 and 16 April 2018, the latter being the latest practicable
date prior to publication of this Annual Report.

There has otherwise been no change to the interests reported between
31January 2018 and 16 April 2018.

The table below sets out the interests in MVP shares from currentand
former Directors as at the year-end.

MVPshares

Value subject toaperformance condition

Subscribed priorto Subscribedin
Name Admissi D ber2015 Total
Executive Directors
Martin Clarke 8.8% 13.2% 22.0%
Bob Mackenzie'
(former director) 22.4% 32.6% 55.0%
Nick Hewitt
(former director) 8.8% - 8.8%
Total 40.0% 45.8% 85.8%

1 On16 April2018 the MVP shares held by Bob Mackenzie were compulsorily transferred to the
Company’s EBT.

Simon Breakwell and the Non-Executive Directors do not have any
interestsin MVP shares. The remaining 14.2% of MVP shares were
issued to the Company’s Employee Benefit Trust for the benefit of
senior management below Board level. The 55% of shares held by
Bob Mackenzie at the year-end were acquired by the EBT for £0.010on
16 April 2018.

The final value of MVP shares will be dependent on the level of TSR

Shares  Heldin P s generated. The total value of all the A, Band C shares will be calculated
held ESIP Deferred performance  Shareholding aS follows:
outright trust shares conditions (% of salary)
(a) ) (c) (d) (&) Annualised TSR Value of MVP shares
Executive Directors Below 12% nil
Simon Breakwell® - - - 1,148,606 n/a Atorabove12% 5% of the TSR generated up to the 12% hurdle and 10% of
Martin Clarke 1,087,500 2,462 2,213 n/a 285 the TSR generated overand above the 12% hurdle
. . During the year it has come to the Remuneration Committee’s attention
Non-E: tive Direct . o N S .
on-=xecutive Directors that there was a drafting omission in the Articles of Association with
John Leach 32,812 - - - N/a_ respect to the performance criteria for MVP shares which resulted in the
Andrew Blowers 9,160 - - - n/a  risk that value could accrue to the MVP shares in certain scenarios where
Andrew Miller - - - - n/a TSR growth was less than 12% per annum. As this was not consistent with
Suzi Williams - - - _ n/a theoriginalintention, the Company will be seekingan amendment to
the terms of the MVP shares contained in the Articles of Association, to
Former Directors ensure that value only accrues where growth exceeds 12% per annum.
Bob Mackenzie @ 875.000 1825 - - nia This change will require the approval of both shareholders and class

(@) Ordinary dividends were received on the shares held outright during the year.
(b) Includes partnership and dividend shares under the all-employee ESIP.

(c) Includes unvested matching shares under the ESIP.

(d) Award granted in October 2017 under the 2015 Performance Share Plan.

(e) Based onthe closing share price on 31January 2018 of 126p.

(

f) Simon Breakwell soughtapprovalto buy ordinary shares following his permanent
appointmentas CEO. However, dealings were restricted by Closed Periods which willend with
the announcement of preliminary results on 17 April 2018.

(9) The data shown for Bob Mackenzie represents his interest as at1August 2017, when he ceased
tobean Executive Director.

holders (i.e. MVP share participants) and the Company proposes to put a
special resolution to shareholders at the AGM scheduled for 7 June 2018,
and separately inadvance to classholders to implement this amendment.
As aholder of MVP shares, Martin Clarke has already provided
undertakings to confirm his agreement to this change to the terms of his
MVP shares. The Committee has noted that based on the share price at the
year-end, the MVP shares were significantly below the required threshold
for vesting.

Service contracts and letters of appointment

Each of the Board Members will be proposed for re-election at the 2018
Annual General Meeting with the exception of Andrew Miller who willbe
standing down. The Executive Directors are employed under rolling
service contracts that do not have fixed terms of appointment, but are
normally subject to a 12-month notice period. Under the term of his
appointment, Simon Breakwell has an initial notice period of 18 months
which reduced down to 12-months with effect from 25 March 2018.
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The Non-Executive Directors are appointed under a letter of appointment
foraninitial term of three years (subject to annual re-election at the AGM)
which may be terminated by either party subject to a one-month notice
period other than certain conditions under which the Company can
terminate withimmediate effect. The details of the Non-Executive
Directors current terms are set out below:

Name Date of appointment Termexpires
John Leach 26 June 2014 "9 June 2018
Andrew Blowers 25 September 2014 9 June 2018’
Andrew Miller 26 June 2014 9 June 2018
CathrynRiley 1March 2018 9 June 2021
Suzi Williams 10ctober2015 10ctober2018!

Itis the Company’s intention that these expiry dates will be extended as the Board recommends
election of Cathryn Riley and re-election of John Leach, Andrew Blowers and Suzi Williams at
the AGMinaccordance with the UK Corporate Governance Code. Andrew Miller will retire at
the AGM and therefore his contract will expire on 7 June 2018.

Performance graphandtable

The chart below illustrates AA Group’s TSR performance against the
FTSE 250 (excluding investment trusts) since Admission. This provides
ageneral market reference point.

Value of £100 holding since admission
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AAplc @ FTSE 250 (exc. Investment trusts)
Source: Thomson Reuters Datastream

The table below shows the total remuneration paid to the CEO and/or
Executive Chairman (as relevant) in each year since Admission.

205 2ol 2017 2018
CEOsinglefigure  Simon Breakwell: - - - £765k
of remuneration Bob Mackenzie: £1,113k  £1,557k £1,369k  £469k
Annualbonus Simon Breakwell: - - - 69%
payout Bob Mackenzie: 100% 79% 57% NIL
(% of maximum)
Long-term Simon Breakwell: - - - n/a
incentives Bob Mackenzie: n/a n/a n/a NIL
vesting (% of
maximum)

1 Thefigures shown for eachindividualin FY18 reflect part-year figures.

Percentage change inremuneration of Director undertaking therole
of CEO, Simon Breakwell

The table below illustrates the percentage change in salary, benefits
and annual bonus for the 2018 financial year for the CEO as against all
other employees.

% changein % change % changein
base salary in benefits? annualbonus
CEO' 0% n/a 21%

Allemployees® 2% 0% 43%

1 Forthe purpose of the year-on-year comparison, the annualised values for the CEO for FY18,
have been compared to the FY17 values for the previous Executive Chairman.
2 No changes to benefits provided.

3 Changein base salary foremployees represents the average increase implemented as part of
the Company’s annual pay review in April 2017. The change in annualbonus represents the
average bonus paid to employees.

The Remuneration Committee is mindful of pay conditions in the wider
group, and take into account wider pay trends when determining
remuneration for executive directors. The Remuneration Committee will
play close attention to additional reporting regulations published in the
coming months, including any requirements in relation to the disclosure
of pay ratios. As the Government’s preferred methodology for calculation
of pay ratios has not yet been published, advanced disclosure of a pay
ratio has not been provided in this year’s report. However the Company
expects to comply in full with any new requirements which come into
effectin due course.

Relative importance of spend on pay

The table below illustrates the year-on-year change in the total
remuneration costs for allemployees against the Company’s key
performance metric of Trading EBITDA.

2018 2017 %

£m £m change

Total employee remuneration' 31 317 (06)
Trading EBITDA? 391 403 (3.0)
Distributions relating to the year® 30 57 (47.4)

1 Excludes pension pastservice credit of £34m. (See note 8).
2 Excludes results of discontinued operations.
3 Thetotalcost of ordinary dividends declared to shareholders relating to the year.

Role of the Remuneration Committee

The Remuneration Committee is responsible for reviewing and making
recommendations to the Board regarding the Remuneration Policy of
the Group and for reviewing compliance with the policy. The CEO (and
previously the Executive Chairman) and the Human Resources Director
attended parts of Committee meetings by invitation in order to provide
the Committee with additional context. The Company Secretary acts as
the Committee’s secretary. No individual was present when their own
remuneration was being determined.

Deloitte LLP is engaged by the Committee as their advisers. Deloitte LLP
received fees of £76,975 (2017: £36,750) for advice to the Committee on
atime and materials basis. During the year, Deloitte LLP also provided the
Company with HR consulting services and taxation advice. Deloitte LLP
is one of the founding members of the Remuneration Consultants’ Group
and adheres to the Remuneration Consultants’ Group’s Code of Conduct.
The Committee is satisfied that the advice it has received has been
objective and independent.

The table below sets out the votes on the Annual Report on Remuneration
atthe 2017 AGM and the Remuneration Policy at the 2015 AGM.

Votes Votes Votes
for against abstairj?_d_.
Remuneration Report (2017 AGM) 93.1% 6.9%
(416.2m) (30.7m) 1.7m
Remuneration Policy (2015 AGM) 94.8% 5.2%
(474.7m) (26.3m) 42.3m
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Directors’ Remuneration Policy

The following sections set out our Directors’ Remuneration Policy

(the 2018 Policy). This 2018 Policy will be presented to shareholders

for approval at the 2018 Annual General Meeting, and will take immediate
effect once approved.

Changes compared to the policy approved at the 2015 AGM

As noted in the statement from the Chair of the Remuneration Committee,
theintention is for future remuneration arrangements to be more aligned
with mainstream FTSE practices. This objective guided the content of
the 2015 Policy Report, and has been maintained in respect of the
updated policy.

Many of the key features of the 2015 policy have been retained. As part
of the transition towards more mainstream pay practices, the Company

Base salary

Purpose and link to strategy

does notintend to make any further awards under the highly leveraged
MVP share arrangement that was adopted pre-IPO. As noted in the
Directors’ Remuneration Report, Simon Breakwell’s ongoing salary as
CEOfor FY19 has been set at a lower level than the previous Executive
Chairman and he will not take partin the MVP share arrangement. Instead
Simon Breakwell will receive a bonus opportunity of 150% of salary, which
willbe partially deferred into shares, and long-term incentive awards will
be granted under the Performance Share Plan. The 2018 Policy reflects
this change to the annualbonus.

The 2018 Policy has also been updated to align with evolving market and
best practice and this includes the addition of a two-year holding periodin
respect of future awards under the Performance Share Plan, certain minor
amendments have also been made to the detail of the 2018 Policy to aid
implementation (e.g. additional detail on the malus and clawback terms).

To attract, retain and motivate executives of the calibre required to deliver the Group’s strategy.

Operation

Maximum opportunity

When reviewing salary levels the Committee takes into account
arange of factorsincluding:

> Theindividual’s skills, experience and performance
>The size and scope of the individual’s responsibilities
>Market rate for the role

>»Pay and conditions elsewhere in the Group

Salary levels are typically reviewed annually by the Committee

Benefits

Purpose and link to strategy

There is no overall maximum for salary opportunity orincreases.
Individual salaries are set based on the factors set out above.

The Executive Director salaries as at 1 February 2018 are:
>Simon Breakwell: £700,000
>Martin Clarke: £480,000

Performance metrics

None.

To provide competitive benefit arrangements appropriate for the role.

Operation

Maximum opportunity

Arange of benefits may be provided to Executive Directors including,
but not limited to, car related benefits, life cover and private medical
insurance.

From time to time the Committee may review the benefits provided
forindividual roles. Additional benefits may be provided where the
Committee considers this appropriate (e.g. on relocation).

Executive Directors may also participate in any all-employee share
plans (including the Company’s Employee Share Incentive Plan)
operated by the Company from time to time on the same terms as
otheremployees.

Thereis no overall maximum for benefits.

Participationinany HMRC-approved all-employee share plan is limited
to the maximum award levels permitted by the relevant legislation.

Performance metrics

None.
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Retirement benefits

Purpose and link to strategy

To provide a competitive level of retirement benefits appropriate for the role.

Operation

Maximum opportunity

Executive Directors are eligible to participate in the AA UK pension
scheme (or any other similar pension plan operated by the Group
from time to time) or receive a cash allowance in lieu of participation.

For new hires the nature and value of any retirement benefit provided
will be, inthe Committee’s opinion, reasonable in the context of market
practice for comparable roles and take account of both the individual’s
circumstances and the cost to the Company.

Annualbonus

Purpose and link to strategy

The maximum benefitis 25% of salary.

For the financial year commencing 1February 2018 the personal
pension or cash allowances for Executive Directors will be 11.7%
of salary.

Performance metrics

None.

To incentivise the delivery of annual financial, strategic and operational objectives, which are selected

to support our business strategy.

Operation

Performance metrics

Performance metrics and targets are set annually to ensure they remain
aligned with financial and strategic goals. Bonus levels are determined
by the Committee after the year-end, based on an assessment of
performance.

In order to facilitate share ownership, the Remuneration Committee
may require a portion of any bonus earned to be deferred into shares
over a period of three years (or such other period as the Committee
may determine). The Remuneration Committee will be mindful of an
Executive’s shareholding when determining the level of deferral.

For FY2019, itis expected that 20% of Simon Breakwell’s bonus will
be deferred into shares.

Maximum opportunity

The maximum annual opportunity is 150% of salary.

For FY2019, the maximum opportunity for Simon Breakwell will be
150% of salary, and the maximum opportunity for Martin Clarke will be
120% of salary.

Performance targets will be determined by the Committee at the
beginning of each performance period, and may comprise of a
combination of financial, strategic, operationaland individual targets
appropriate for the role.

At least 50% of the award will be subject to financial measures.

The threshold payout for the minimum level of performance will be
determined by the Committee taking into account the nature of the
target. There will normally be scaled payouts for performance between
the minimum and maximum thresholds.

Recovery provisions

Malus and clawback provisions apply to allawards.

Scenarios in which these provision may be applied include material
misstatement of the Company’s financial statement, a material failure
of risk management, the bonus outcome being determined on the
basis of materially inaccurate information or serious misconduct by
the participant.
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2015 Performance Share Plan

Purpose and link to strategy

To reward for the delivery of performance targets linked to long-term strategic objectives and to provide

alignment with the interests of shareholders.

The Committee is, as planned, in the process of transitioning to an incentive structure which is more
conventional for the UK listed environment. The Performance Share Plan (PSP) will provide the Committee
with the facility to make annual long-term share awards subject to performance measures aligned to the

success of the Company.

Operation

Performance condition

The PSP was approved by shareholders at the 2015 AGM.

Awards of conditional shares (or equivalent) will vest dependent
on performance measured over a period of at least three years.

Future awards will normally be subject to a two-year holding period

following the end of the performance period.

The Committee will review the metrics, targets and weightings prior
to grant to ensure they are aligned with the long-term strategic goals.

Dividends (or equivalents, including re-investment) may accruein
respect of any shares that vest.

Maximum opportunity

The maximum face value of awards in respect of any financial year is

200% of salary.

The level of payout for the threshold performance hurdle set would
normally not exceed 25% of the maximum opportunity. Full vesting
will require achievement of the stretch objectives set. There will
normally be scaled vesting for performance between the threshold
and maximum performance levels.

Shareholding guidelines

Purpose and link to strategy

The Committee will determine the performance metrics, weightings
and targets to ensure they are aligned with the corporate strategy.

The Committee would seek to engage appropriately with its major
shareholders in relation to the performance conditions for initialawards

andinrespect of changes to criteria for subsequent awards to Executive

Directors under this plan.

Recovery provisions

Malus and clawback provisions apply to allawards.

Scenarios in which these provision may be applied include material
misstatement of the Company’s financial statement, a material failure
of risk management, the vesting outcome being determined on the
basis of materially inaccurate information or serious misconduct by
the participant.

To aid alignment of Executive Directors with shareholders.

Operation

Executive Directors are expected to build up a holding of 200% of salary.
Executive Directors will be expected to build up this shareholding withina

reasonable timeframe, typically within five years of appointment.

Legacy arrangement - MVP shares on Admission

The Management Value Participation Shares (MVP shares) were
implemented at Admission. The MVP shares are fully allocated and
the Committee does notintend to allocate any further MVP shares.

Under the original terms, this legacy arrangement ceases in 2019.
The CEO will not participate in this MVP share arrangement.
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MVPshares

Purpose and link to strategy

To link reward with Company performance and long-term shareholder value creation following Admission.
Awards are share-based to facilitate share ownership and further align the interests of participants and

shareholders.

Operation

The MVP shares are a one-off structure implemented prior to
Admission.

The MVP shares provide participation in the total shareholder return
created over the first five years following Admission, provided a
minimum hurdle rate is achieved.

The arrangement takes the form of A shares, B shares and C sharesin
the Company with each class representing a third of the total number
of MVP shares. Unless the Committee determines otherwise, each
participant will hold an equal number of A, Band C shares.

The A, Band C shares are convertible into ordinary sharesinthe
Company or are redeemable following satisfaction of the relevant
Performance Condition tested on the third, fourth and fifth anniversary
of Admission respectively. The Performance Condition had not been
met on the first review of the A share hurdle in June 2017. Therefore,
the A shares did not convert into ordinary shares of the Company.

A further review of the A and B shares hurdle will be undertaken on the
fourth anniversary of Admission on 26 June 2018. If the Performance
Conditionis not met on the fourth anniversary, but is satisfied on the
fifth anniversary (including the requirement for further growth in TSR
for that additional period), the A and B shares will be convertible or
redeemable as described above. Value per share is based on the
aggregate value calculated by reference to the performance conditions
divided by the aggregate number of shares allocated.

In the event that the Performance Condition of any of the MVP shares
has not been satisfied by the fifth anniversary of Admission, 26 June
2019, the Company will be able to acquire all of the MVP shares for
£0.01in aggregate from each shareholder. The same appliesin the
eventthatany holder has not required the Company to convert his
MVP shares within the applicable timeframes.

Maximum opportunity

The maximum number of ordinary shares resulting from conversion of
MVP shares will notinany 10 year period exceed 5% of the issued share
capital (as calculated from time to time). 60 million MVP shares have
been allocated under this structure.

Notes to the policy table - Further detailed provisions

The Committee may make any remuneration payments (including the vesting of incentives) and
payments for loss of office notwithstanding that they are not in line with the 2018 Policy set out
above, where the terms of that payment were agreed either: (i) before the 2015 Remuneration

Policy came into effect; (i) agreed during the term of , and consistent with, the 2015 Remuneration

Policy; or (iii) at a time when the relevant individual was not a Director of the Company and, in the
opinion of the Committee, the payment was notin contemplation of the individual becoming a
Director of the Company.

Allincentive awards including MVP shares and PSP awards are subject to the terms of the relevant

Articles of Association or plan rules under which awards are allocated or granted. The Committee
may adjust oramend awards or shares in accordance with the provisions of the Articles of
Association, plan rules and relevant scheme documentation (as applicable). Thisincludes
making adjustments to awards to reflect corporate events, such as achangeinthe Company’s
capital structure.

The Committee may adjust the calibration of performance measures and vesting outcomes,

or substitute oramend any vesting condition (e.g. due to a significant acquisition or disposal)
provided that the resulting condition is appropriate and not materially less difficult to satisfy.

The allocations of MVP shares were splitinto two tranches, 40% issued
at Admission to the Executive Directors at that time and the remaining
60% allocated in 2016.

14.2% of the authorised MVP shares was approved by the Committee
to be allocated to an Employee Benefit Trust for the benefit of other
employees in the wider management team.

As at 31January 2018, the allocations of MVP shares to current and
former Executive Directors are as follows:

>Martin Clarke: 22%

> Nick Hewitt (former director): 8.8%

> Bob Mackenzie (former director): 55%
> Employment Benefit Trust: 14.2%

Following the dismissal of Bob Mackenzie the Board approved, under
the compulsory transfer provisions in the Articles of Association,
the transfer of his MVP shares to the Employee Benefit Trust.

Performance Condition

ForallMVP shares, the Performance Conditionisas set outinthe
Articles of Association and requires that the total shareholder return
(TSR) per annum from Admission to the relevant measurement point
is equalto or more than 12% (the Performance Condition).

If the Performance Condition is met, the value of the MVP shares
shall be:

>5% of the TSR up to the Performance Condition; plus
>10% of the amount by which TSR exceeds the Performance Condition.

If the Performance Condition has been satisfied, the MVP shares may
be converted into such number of ordinary shares at the average
closing price of the share over the 10 business days prior to the relevant
anniversary.

As noted in the Directors’ Remuneration Report, a proposal will be put
to shareholders at the 2018 AGM and to classholders for a correction
to the Articles of Association to reflect the further 12% perannum TSR
increase on any retesting.

Inthe event of a change of control of the Company, which results from an offer to shareholders,
ifthe price offered delivers a TSR for the period from Admission to the change of controlin excess
oftherelevant performance condition then a holder of MVP shares has the right to require the
Company to convert their MVP shares into such number of ordinary shares as represents the
relevant proportion (based on the percentage of MVP shares as a proportion of the total number
of MVP shares) of the aggregate value of the MVP shares. The Company (or, where the Company
does not give notice to convert the shares by the given deadline, the holder of MVP shares) may
electtoredeem, rather than convert the MVP shares. In the event of a winding up on or before the
fifth anniversary of Admission, where the relevant performance condition is met, holders of MVP
shares will be entitled to receive a cash amount reflecting their proportion of the aggregate value
of the MVP shares. Vesting of any awards granted under the PSP will normally take account of the
relevant performance condition and the time elapsed. Alternatively PSP awards may be rolled
overinto shares of the acquiring company.

The Committee may make minor amendments to the 2018 Policy to aid its operation or
implementation without seeking shareholder approvals (e.g. for regulatory, exchange control,
tax or administrative purposes).
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Performance measures and targets

The performance measures for the annual bonus are chosen to provide an
appropriate incentive for Executive Directors to meet financial, strategic,
operationaland personal goals for the year. This approach allows the
Remuneration Committee to effectively reward performance against

the key elements of Group strategy. The bonus targets are set by the
Remuneration Committee each year to ensure that Executive Directors
are appropriately focused on the key objectives for the next 12 months.
Targets are set by reference to the Company’s business plan and budget.

The performance measures and targets for PSP awards will be

aligned with the long-term strategic objectives of the Company and

its shareholders. As noted in the statement from the Chair of the
Remuneration Committee, the Company will consult with shareholders
regarding the performance criteria for initial awards under the PSP after
the announcement of the preliminary results.

Recruitment policy

Theintentionis that if any Executive Directors are appointed, they would
be recruited under a conventional package comprising salary, benefits,
annual bonus and PSP awards, with no participation in the legacy

MVP shares.

Base salary would be set taking into account the principles set outin the
policy table and may be set at a level higher or lower than the previous
incumbent. A cash supplement may be paid for interim positions.
Normally benefits will be consistent with benefits provided to existing
Directors, however, additional benefits may be provided in certain
circumstances (e.g. relocation allowance).

The Committee may, on appointing an Executive Director, need to

‘buy out’ remuneration arrangements forfeited on joining the Company.
The form and value of any buyout would take into account the terms of the
arrangements (e.g. form of award, performance conditions, timeframe)
being forfeited. The overriding principle will be that any replacement
buy-out awards will, in the opinion of the Committee, be no more valuable
than the entitlement which has been forfeited.

The maximum level of variable pay would be determined taking into
account the calibre of the candidate, the scale of the business and
the nature of the strategic priorities at the time. For the purpose of
this recruitment policy the maximum level of variable remuneration
(i.e. short-term and long-term incentives) will not exceed 400% of
salary perannum.

The Committee may determine that for the first year of appointment
the annual bonus award will be subject to such conditions as it may
consider appropriate.

Where an executive is appointed from within the Company, the normal
policy of the Company is that any legacy arrangements would be
honoured in line with their original terms and conditions. Similarly, if an
Executive Director is appointed following the acquisition of or merger
with another company, legacy terms and conditions would be honoured.

MVP shares are currently fully allocated and it is not intended that these
would form part of the remuneration arrangements for a newly appointed
Executive Director.

Inthe event of the appointment of a new Non-Executive Director or
Chairman, remuneration arrangements will be in line with the principles
detailed inthe relevant table above.

Non-Executive Director fees

Approach to setting remuneration

Fees are set at appropriate levels to ensure Non-Executive Directors
are paid to reflect the individual responsibility taken. Fees are
reviewed periodically.

When setting fee levels, consideration is given to a number of
internal and external factors including responsibilities and market
positioning.

Benefits appropriate to the role may be provided. Traveland other
reasonable expenses (including fees incurred in obtaining professional
advice in the furtherance of their duties and any associated taxes)
incurred in the course of performing their duties may be paid by the
Company or reimbursed to Non-Executive Directors.

Opportunity

The total fees paid to Non-Executive Directors will remain within the
limit stated in the Articles of Association.

Individual fees reflect responsibility, relevant experience and time
commitment. Additional fees may be paid for further responsibilities,
such as chairmanship of committees, duties related to subsidiary
boards, or other periods of increased activity.
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Service contracts and payments for loss of office

Notice period

The notice period for the current Executive Directors is 12 months.
Service contracts for new Executive Directors will normally be limited

to 12 months’ notice. In limited circumstances the initial notice period for

anew appointment may be longer than the Company’s normal policy
(up to a maximum of 18 months), with the notice period reducing down
to 12 months over time.

Payments on cessation

The Company may terminate an Executive Director’s service agreement

atany time by making a payment in lieu of notice in respect of basic
salary for the outstanding period of notice, together with accrued
holiday entitlement.

Benefits (or a payment in lieu) may also be provided. This may include
certain benefits in connection with termination, such as legal costs,
outplacements costs and the costs of meeting any settlement
agreement.

The Committee reserves the right to make any other paymentsin
connection with a director’s cessation of office or employment where
the payments are made in good faith in discharge of an existing legal
obligation (or by way of damages for breach of such an obligation) or
by way of compromise or settlement of any claim arising in connection
with the cessation of a director’s office or employment.

The treatment of incentive awards in the event of cessationis
determined by the relevant plan rules or the Articles of Association
(inthe case of the MVP shares) as summarised below.

Annual Bonus

In certain circumstances, an individual may receive a bonus for the
period prior to cessation. The bonus amount may be pro-rated where
departure occurs before the year-end.

Deferred shares relating to bonuses earned in prior years will generally
be retained (other than in cases of gross misconduct), however they
will remain subject to malus and clawback.

MVPshares

The treatment of MVP shares is set out in the Articles of Association.

AllNon-Executive Directors are appointed in writing. The letters of
appointment for the current Non-Executive Directors include a one month
notice period (by either party) or no notice period if terminated by

Inrespect of MVP shares allocated prior to Admission, where an
individual ceases employment by reason of bankruptcy, disqualification
from acting as a director, conviction of a serious criminal offence,
breach of any non-compete undertaking, any act of gross misconduct
oract which brings the Group into disrepute, or any other reason
justifying summary dismissal, or where the individual subsequently
takes action or makes comments which denigrate the Group or bring
the Group into disrepute, the Company may acquire the individual’s
shares foranominal value of £0.01. In other circumstances, the
individual will retain their interest.

Inrespect of subsequent MVP shares which are allocated, the Company
will normally be able to acquire the individual’s shares following
cessation foranominal value of £0.01, in the event that the individualis a
bad leaver, and serve notice. To the extent permitted by the Articles of
Association the Committee may determine that an individualis nota
bad leaver. Anindividual willnot be a bad leaver where cessation occurs
as aresult of death, permanent disability, redundancy, or the sale by the
Group of the individual’s employing business unit. An individual will

be considered to be a bad leaver where he takes actions or makes
comments which denigrate the Group or bring the Group into disrepute.

PSP

Under the planrules, unvested awards will lapse on cessation of
employment unless the participantis agood leaver.

Good leaver reasons include an individual ceasing employment by
reason of death, ill-health, injury, disability, the sale of the business or
entity that employs him out of the Group, or for any other reason at the
Remuneration Committee’s discretion.

Where an individualis considered by the Committee to be a good leaver,
a participant’s unvested award will usually continue until the normal
vesting date (unless the Remuneration Committee determines that the
Award should vest at an earlier date). In these circumstances awards
will vest taking into account the extent to which any performance
condition is satisfied and, unless the Remuneration Committee
determines otherwise, the period of time that has elapsed from the

date of grant.

Unless the Committee determines otherwise, where relevant,
any holding period will continue to apply for at least 12 months
following vesting.

shareholders. The Company may include a notice period for new
appointments of no more than three months for Non-Executive Directors
and no more than twelve months for a Non-Executive Chairman.
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Illustrations of application of remuneration policy

The following charts illustrate the different elements of the Executive
Directors’ remuneration under various different performance scenarios.
The assumptions used are provided below the charts. In line with the

Regulations the illustrations exclude the impact of share price movement
and dividends. The actual value of the annual bonus and PSP shares will
vary depending on actual performance and may, therefore, differ from
theillustrations set out below.

SIMON BREAKWELL (£000) MARTIN CLARKE (£000)
3,500 3.267 3,500
2,095
2,800 2,800
2100 2,042 2100 1328
1,400 32% 1,400
817 26% 560 22% 27%
700 700
0 Fixed Mid Maximum 0 Fixed Mid Maximum
@ Fixed Annual Bonus LTIP @ Fixed Annual Bonus LTIP
Minimum Target Maximum
Base salary for 2018/19
Taxable benefits —assumed to be 5% of salary for illustration
Fixed pay Retirement benefits - 11.7% of salary
Opportunity Minimum Target Maximum
Annualbonus CEO:150% of salary Nil 50% of maximum 100% of maximum
CFO:120% of salary
PSP Based onthe maximum award under the planrules: Nil 50% of maximum 100% of maximum

200% of salary

Remunerationin the wider employee group

Consideration of shareholder views

The wider employee group participate in performance-based incentives.
Throughout the Group, base salary and benefit levels are set taking into
account prevailing market conditions. Differences between Executive
Director pay policy and other employee pay reflect the seniority of the
individuals, and the nature of responsibilities. The key differencein policy
is that for Executive Directors a greater proportion of total remunerationis
based on variable pay elements. The Committee has oversight of incentive
plans operated throughout the Group. Below Board long-term incentives
align with the long-term interests of the business and where appropriate
objectives may be tailored to individual business areas.

When setting the policy for the remuneration of the Executive Directors,
the Committee has regard to the pay and employment conditions of
employees within the Group. The Committee reviews salary increases
and pay conditions within the business, to provide context for decisions
in respect of Executive Directors. However, the Committee does not use
comparison metrics or consult directly with employees when formulating
the 2018 Policy for Executive Directors.

The Committee considers the views of its shareholders and is pleased to
work towards best practice. The Company regularly engages with major
shareholders to ensure that their views are considered when making key
decisions relating to executive remuneration. As noted in the statement
from the Chair of the Remuneration Committee, the Committee will
consult with major shareholders regarding the operation of initial awards
granted under the Performance Share Plan.
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Directors’ Report

i

This year forthe AA has
demonstrated theimportance of
astrong,independent Board and
agood governance structure.

Mark Millar
General Counseland Company Secretary

The Directors present their report together with the audited accounts for
the year ended 31January 2018.

This Directors’ Report contains certain statutory, regulatory and other
information. As permitted by the Companies Act 2006 (the Act), the
following information which is required by law to be included inthe
Directors’ Reportisincorporated by reference:

> Strategic report (pages 12 to 17)

> Corporate governance report (pages 50 to 92)

> Employee involvement and engagement (page 40)

> Information about our people (pages 40 to 42)

> Training and career development of disabled employees (page 41)

> Carbon emissions (page 45)

> Financialinstruments (note 27)

> Likely future developments (pages 12 to 17)

> Related party transactions (note 32)

> Events after the balance sheet date (note 36)

Company status

AAplc (the Company)is a public limited liability company with company
number 5149111 and the holding company of the AA Group of companies
(the AA). It holds a premium listing on the London Stock Exchange

main market for listed securities.

Results and dividends

Theresults for the year ended 31January 2018 are set out from pages 101
t0138. The Company paid an interim dividend of 3.6p per ordinary share
on10 November 2017 (2017: 3.6p). The Board has proposed a final
dividend of 1.4p per ordinary share in respect of the year (2017: 5.7p)
which, subject to approval by shareholders at the AGM to be held on

7 June 2018, will be payable on 12 June 2018 to shareholders on the
register at the close of business on 4 May 2018, giving a total dividend in
respect of the year of 5p per ordinary share (2017: 9.3p). The ex-dividend
date willbe 3 May 2018.

Share capital

The Company’s issued share capital, as at 31 January 2018, comprised a
single share class of ordinary shares which are listed on the London Stock
Exchange and six classes of MVP shares. Details of the movementsin the
issued share capital can be found in note 23 of the financial statements.
Each ordinary share carries the right to one vote at general meetings of
the Company.

Theissued and fully paid share capital of the Company as at 31 January
2018 is as follows:

Nominal % Issued
Class value Number  Amount(€) sharecapital
Ordinary £0.001 610,807,568 610,808 100
MVP shares (Alshares) £0.001 8,000,000 8,000 40
MVP shares (B1shares) £0.001 8,000,000 8,000 40
MVP shares (C1shares) £0.001 8,000,000 8,000 40
MVP shares (A2 shares) £0.001 12,000,000 12,000 60
MVP shares (B2 shares) £0.001 12,000,000 12,000 60
MVP shares (C2 shares) £0.001 12,000,000 12,000 60

The ordinary shares can be held in certificated or uncertificated form.
Holders are entitled to attend and speak at general meetings of the
Company, to appoint one or more proxies and, if they are corporations,
corporate-representatives are entitled to attend general meetings and
to exercise voting rights. Allissued ordinary shares are fully paid up.

ssauisng inQ

30UBWIONRd INO

ddUeUIDN0D)

SJUBWL]S JelouRUlS



90 AA plc Annual Report and Accounts 2018

Directors’ Report
continued

The MVP shares are not listed on any public market and have no voting
rights, exceptin respect of rights over the MVP shares. The Articles
provide that holders of MVP or Deferred Shares must receive written
consent from the Remuneration Committee before transferring their
holding. The holders are entitled to receive ordinary shares or cashin the
future, subject to satisfaction of performance conditions which require
aminimum 12% compound total shareholder return performance
condition over a three-to five-year period from Admission of the shares
in June 2014. Itis currently anticipated that the MVP shares will lapse at
the end of June 2019. Further details of the MVP shares are set out on
page 85.

Purchase of own shares

No ordinary shares were purchased by the Company during the 2018
financial year (2017: nil) nor to the date of this Annual Report. The existing
authority granted to the Directors to make market purchases of its
ordinary shares expires at the end of the AGM to be held on 7 June 2018.

Performance Share Plan (PSP)

On 27 October 2017, the Board announced that options over a total of
1,148,606 ordinary shares were awarded pursuant to the 2015 PSP and
asupplementary award. Awards for Executive Directors are in line with
the shareholder approved Remuneration Policy. Further awards to senior
management were made on 19 December 2017 over approximately

£4 million ordinary shares. The options were granted at nil cost and will
be subject to the satisfaction of performance conditions. Subjecttoa
holding period, the options will normally be exercisable from the third
anniversary of the grant date until the tenth anniversary.

SUBSTANTIALSHAREHOLDINGS

As at 31January 2018, the Company has been notified in accordance with
the Disclosure and Transparency Rules (DTR 5) of the following interests
in 3% or more of the issued share capital of the Company:

Therefore, the Company will re-seek authority by shareholders to Nameofshareholder Numberofshares %eshareholding
purchase up to 10% of the Company’s ordinary share capital as at Parvus Asset Management Europe Limited 151,917,183 24.88%
16 April 2018 at the AGM. The Capital Group Companies, Inc. 87,485,945 14.32%
Woodford Investment Management 86,698,420 14.19%
Shares held by employee benefit trusts Deutsche Bank AG 37.413.646 6.13%
Data onthe Group’s share plans can be found at note 34. BlackRock, Inc. 37153,815 6.08%
Citigroup Global Markets Limited 32,298,146 5.29%
Employee ShareIncentive P!an (ESlP) o Standard Life Investment (Holdings) Limited Below 5% Below 5%
The Board approved the contlnugtl(_)n of the tax-approved 'ESIP intoits Goldman Sachs 27784771 2.55%
fourth year. The ESIP allows qualifying employees to acquire shares on
beneficial terms in accordance with Schedule 2 and/or Schedule 3 to Classic Fund Management AG 18,432,641 3.02%

the Income Tax (Earnings and Pensions) Act 2003. Awards under the
ESIP are satisfied by the issue of new ordinary shares by the Company.

Scheme participants make regular contributions to the ESIP directly

from their salary up to a maximum of £150 per month (Partnership Shares)
and under the rules of the scheme, the Company issues a matching share
element ona1:1basis (Matching Shares).

Annualinvitation reminders to participate in the evergreen scheme
are senttoall eligible UK employees and information can be found
ontheintranet and the take-up as at 31January 2018 was 33.2% of
eligible employees.

Long Term Business Plan (LTBP)

During the 2016 financial year, the Company’s Employee Benefit Trust
(EBT) purchased Ordinary shares in the market at a cost of £15m which
have been usedinalong-term bonus plan (LTBP) to incentivise senior
management below Board leveland to align their interests with
shareholders. Awards were made during the 2016 financial year.

Retention Scheme

On 19 December 2017, the Company issued two million conditional
awards over market purchased Ordinary shares held by its EBT to
certain key managers who were already in the LTBP scheme at nil cost.

Further details of the LTBP and Retention Scheme are set outin note 34.
Each Ordinary share purchased and/or awarded under each plan carries
the right to one vote at general meetings of the Company.

Senior Management Plan (SMP)

Certain of the Class A2, B2 and C2 MVP shares representing 14.2% of all
MVP shares were issued to the Company’s Employee Benefit Trust (EBT)
and any ordinary shares resulting from the conversion of such MVP shares
would be used for the benefit of certain of the senior management team
below Board, subject to satisfaction of specified performance criteria at
the absolute discretion of the Remuneration Committee.

Since 31January 2018, the Company has been notified in accordance with
DTR5 of changes in the following interests:

Woodford Investment Management LLP 91,850,320 15.02%
Deutsche Bank AG 54,929,543 8.99%
Citigroup Global Markets Limited 36,102,007 5.90%
MerrillLynch International 32,681,626 5.34%
Liontrust Investment Partners LLP 31,263,813 51%
Classic Fund Management AG 24,803,145 4.06%
BlackRock, Inc. Below 5%
Cleveland Square Limited 18,390,488 3.01%

Except for those listed above, we are not aware of any ordinary
shareholders with interests of 3% or more inthe issued share capital
of the Company. We have not been notified of any other changes to
the notifiable voting rights in its shares up to 16 April 2018.

Interestin voting rights

All of the issued (and outstanding) ordinary shares of the Company

have equal voting rights, with one vote per share. None of the ordinary
shares carry any special voting rights with regard to control of the
Company. Other than holding periods that may be imposed on ordinary
shares from awards under share schemes, the Group is not aware of any
agreements between holders of securities that may result in restrictions
onthe transfer of ordinary shares.

The Notice of AGM specifies deadlines for exercising voting rights and
appointing a proxy or proxies to vote in relation to resolutions to be passed
atthe AGM. The relevant proxy votes are counted and the numbers for,
against or withheld in relation to each resolution are announced at the
AGM and published on the Company’s website after the meeting.

Full voting rights are set out in the Company’s Articles of Association
(the Articles) and in the explanatory notes that accompany the Notice
of the 2018 AGM. These documents are available on the Company’s
website www.theaaplc.com.
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The total voting rights figure applicable at 16 April 2018 is 611,515,571
ordinary shares.

Dividend Reinvestment Plan (DRIP)

The Company offers a dividend reinvestment plan to shareholders as
a cost-efficient way of increasing their shareholding in the Company.

Directors

The membership of the current Board and biographical details are given
onpages 5210 53.

Appointment and replacement of Directors This is governed by the
Articles, the Act, the Code and related legislation.

Directors’ powers The business of the Company is managed by the
Board who may exercise all powers of the Company, subject to the
Articles, the Actand any directions given by special resolution of
shareholders.

The Board is authorised to issue and allot shares, and to undertake
purchase of shares, subject to shareholder approval at the AGM.

Directors’interests The interests of Directors and theirimmediate
families in the shares of the Company, along with details of the long-term
incentives awarded to Executive Directors are contained in the Directors’
Remuneration Report set out on pages 75 to 88.

No Directors have beneficialinterests in the shares of any subsidiary
company. Further details relating to the MVP shares and PSP awards
can be found on pages 84 to 85.

Directors’ indemnities The Company maintains Directors’ and officers’
liability insurance, which gives appropriate cover for any legalaction
brought againstits Directors and officers. The Company has also granted
indemnities to each of its Directors and the Company Secretary to the
extent permitted by law. Qualifying third-party indemnity provisions

(as defined by section 234 of the Act) were in force during the year ended
31January 2018 and remainin force, in relation to certain losses and
liabilities which the Directors or Company Secretary may incur to third
partiesinthe course of acting as Directors or Company Secretary or
employees of the Company or any associated company.

Directors’ conflicts of interest The Group has procedures in place for
managing conflicts of interest. Should a Director become aware that they,
or their connected parties, have an interestin an existing or proposed
transaction with the AA, they must notify the Board in writing or at the
next Board meeting. Internal controls are in place to ensure that any
related party transactions involving Directors, or their connected parties,
are conducted on an arm’s length basis. Directors have a continuing

duty to update any changes to these conflicts. The Directors consider

the conflicts of interest procedures to have operated effectively during
the year.

Independence of Directors The Board has reviewed the independence
of each Non-Executive Director and considers them to be independent
of management and free from business relationships that could interfere
with the exercise of independent judgement. The Chairman was
independent on appointment to that role and so is considered
independent by the Board.

Articles of Association

Any amendment of the Company’s Articles of Association requires
shareholder approvalinaccordance with applicable legislation.

Minoramendments are being proposed at this year’s AGM on 7 June 2018.

Further details are contained in the Notice to Shareholders which is
available on our website.

Significant agreements change of control

The Company is not party to any significant agreements that would take
effect, alter or terminate following a change of control of the Company.
However, some of our B2B contracts include change of control provisions
in limited circumstances. The Company does not have agreements with
any Director or officer that would provide compensation for loss of office
oremployment resulting from a takeover except that provisions of the
Company’s share plans and the MVP shares may cause awards and
options granted under such arrangements to vest on a takeover.

Going concern and viability statement

Having carried out a comprehensive review of the business, regarding its
financial position, future forecasts and the borrowing facilities available,
the Directors confirm that they have a reasonable expectation that the
AA has adequate resources to continue in operational existence for the
foreseeable future. Therefore, the Directors continue to adopt the going
concern basis in preparing the financial statements for the year ended
31January 2018.

Our viability statement is set out on page 31.

Cautionary statement

This Annual Report contains forward-looking statements. These forward-
looking statements are not guarantees of future performance, rather

they are based on current views and assumptions as at the date of this
Annual Report. These assumptions are made in good faith based on

the information available at the time of the approval of this report.

These statements should be treated with caution due to the inherent risks
and uncertainties underlying any such forward-looking information.

The Board has no obligation to update these forward looking statements.

Employment

The AAisan equal opportunities employer and has established best
practice procedure, from recruitment and selection, through training
and development, performance reviews and promotion to retirement.
We promote an environment free from discrimination, harassment and
victimisation, where everyone will receive equal treatment regardless
of gender, colour, ethnic or national origin, disability, age, marital status,
sexual orientation or religion.

Politicaldonations

No political donations were made during the year ended 31January 2018
(2017: £nil). The AA has a policy of not making donations to political
organisations or independent election candidates or incurring political
expenditure anywhere in the world as defined by relevant legislation.

Disclosures required under Listing Rule 9.8.4

Inaccordance with Listing Rule 9.8.4(12) and Listing Rule 9.8.4(13),

we note that the Trustees of the AA plc 2015 Employee Benefit Trust have
waived their right to receive dividends on the Ordinary shares comprised
inthe Trust Fund, being 4,111,423 ordinary shares as at 31January 2018,
under the terms of the Trust Deed.

There are no further disclosures required to be made under Listing
Rule 9.8.4.
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Auditors

Ernst & Young LLP have been the Group’s auditor since the audit for the year
ended 31January 2008. In recognition of the FRC Ethical Standard 2016,
in March 2017 the Audit Committee and Board commenced a competitive
tender process for external audit services. The formal audit tender process
took place during the year and resulted in the Audit Committee making a
recommendation for PwC to be appointed as the new auditor of the Company.
The appointmentis with effect from the 2019 financial year, with the first
reporting for the six months to 31July 2018. Shareholder approval for this
appointment will be sought at the upcoming AGM on 7 June 2018.

PwC has signified its willingness to be appointed as statutory auditor of
the AA for the 2019 financial year and both the Board and Audit Committee
are satisfied that PwC is independent and there are adequate safeguards
in place to safeguard its objectivity.

Disclosure of information to the auditor

Sofarasthe Directors are aware, there is no relevant audit information
that has not been brought to the attention of the Company’s auditor during
the audit process. Each Director has taken all reasonable steps to make
himself or herself aware of any relevant audit information and to establish
that suchinformation was provided to the auditor.

2018 Annual General Meeting

The Company’s AGM will be held at the offices of Freshfields Bruckhaus
Deringer LLP, Northcliffe House, 26-28 Tudor Street, London, EC4Y 0BQ
on7June 2018 at12 noon.

The Notice convening the 2018 AGMis contained ina circular sent to
shareholders. Full details of all resolutions to be proposed are provided
in this circular. The Directors consider that all of the resolutions set out
arein the best interests of the Company and its shareholdersas a
whole. The Directors will be voting in favour of them and unanimously
recommend that shareholders vote in favour of each of them.

Responsibilities of the Directors

The Directors are responsible for preparing the Annual Reportand the
financial statements in accordance with applicable law and regulations.
Company law requires the Directors to prepare financial statements for
each financial year. Under that law the Directors have prepared the Group
financial statementsin accordance with International Financial Reporting
Standards (IFRS) as adopted by the EU and the Company financial
statements in accordance with Financial Reporting Standard (FRS) 101.
Under company law, the Directors must not approve the financial
statements unless they are satisfied that they give a true and fair view

of the state of affairs of the Group and the Company and of the profit or
loss of the Group for that period.

In preparing these financial statements, the Directors are required to:

>select suitable accounting policies and then apply them consistently;

>make judgements and accounting estimates that are reasonable
and prudent;

> state whether applicable IFRS as adopted by the EU have been followed,
subject to any material departures disclosed and explained in the
financial statements; and

>prepare the Group’s and Company’s financial statements on a going
concern basis, unless itis inappropriate to do so.

The Directors are responsible for keeping adequate accounting records
that are sufficient to show and explain the Group’s and Company’s
transactions and disclose with reasonable accuracy at any time the
financial position of the AA and enable them to ensure that the financial
statements comply with the Companies Act 2006 and, as regards the
Group financial statements, Article 4 of the IAS Regulation. The Directors
are also responsible for safeguarding the assets of the AA and hence for
taking reasonable steps for the prevention and detection of fraud and
otherirregularities.

Responsibility statement of the Directorsin respect of the
Annual Report and financial statements

Each of the Directors as at the date of the Annual Report (as noted on
pages 52 to 53) confirm that to the best of their knowledge:

>the Group and Company financial statements, which have been prepared
inaccordance with IFRS and FRS101respectively, give a true and fair
view of the assets, liabilities, financial position and profit or loss of the
Company and the undertakings included in the consolidation taken as
awhole;

>the Strategic Report and Directors’ Report on page 12 and page 89
respectively include a fair review of the development and performance of
the business and the position of the Group, together with a description of
the principal risks and uncertainties that it faces; and

>the Annual Report, taken as a whole, is fair, balanced and understandable
and provides the necessary information for shareholders to assess the
Group’s performance, business model and strategy.

A copy of the financial statements of the Group is placed on the Company’s
website at www.theaaplc.com. The Directors are responsible for the
maintenance and integrity of the corporate and financial information
included on the Company’s website. Information published on the
internetis accessible in many countries with different legal requirements.
Legislationin the UK governing the preparation and dissemination of
financial statements may differ from legislation in other jurisdictions.

The Statement of Directors’ Responsibilities was approved by the
Board of Directors on 16 April 2018 and signed on its behalf by the
Company Secretary:

Mark Millar
Company Secretary

16 April 2018
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Independent Auditor’s Report

to the members of AAplc

Opinion
In our opinion:

> AAplc’s Group financial statements and parent Company financial
statements (the “financial statements”) give a true and fair view of
the state of the Group’s and of the parent Company’s affairs as at
31January 2018 and of the Group’s profit for the year then ended;

>the Group financial statements have been properly preparedin
accordance with International Financial Reporting Standards (“IFRSs”)
as adopted by the European Union;

>the parent Company financial statements have been properly prepared
inaccordance with United Kingdom Generally Accepted Accounting
Practice, including FRS 101 “Reduced Disclosure Framework”; and

>thefinancial statements have been prepared in accordance with the
requirements of the Companies Act 2006 and, as regards the Group
financial statements, Article 4 of the IAS Regulation.

We have audited the financial statements of AA plc which comprise:

Group

> Consolidated statement of financial position as at 31 January 2018

> Consolidated income statement for the year then ended

> Consolidated statement of comprehensive income for the year then ended

Basis for opinion

We conducted our auditin accordance with International Standards on
Auditing (UK) (ISAs (UK)) and applicable law. Our responsibilities under
those standards are further described in the Auditor’s responsibilities

for the audit of the financial statements section of our report below.

We are independent of the Group and parent Company in accordance
with the ethical requirements that are relevant to our audit of the financial
statementsinthe UK, including the FRC’s Ethical Standard as applied

to listed public interest entities, and we have fulfilled our other ethical
responsibilities in accordance with these requirements.

We believe that the audit evidence we have obtained is sufficientand
appropriate to provide a basis for our opinion.

Use of ourreport

This reportis made solely to the Company’s members, as a body, in
accordance with Chapter 3 of Part 16 of the Companies Act 2006.

Our audit work has been undertaken so that we might state to the
Company’s members those matters we are required to state to them
inan auditor’s report and for no other purpose. To the fullest extent
permitted by law, we do not accept or assume responsibility to anyone
other than the Company and the Company’s members as a body,

for our audit work, for this report, or for the opinions we have formed.

Conclusions relating to principalrisks, going concernand
viability statement

> Consolidated statement of changes in equity for the year then ended

> Consolidated statement of cash flows for the year then ended

> Related notes 1to 36 to the financial statements, including a summary
of significantaccounting policies

Parent Company

> Statement of financial position as at 31 January 2018

> Statement of changes in equity for the year then ended

> Related notes 1to 11to the financial statements including a summary
of significant accounting policies

The financial reporting framework that has been applied in the
preparation of the Group financial statementsis applicable law and
IFRSs as adopted by the European Union. The financial reporting
framework that has been applied in the preparation of the parent
Company financial statements is applicable law and United Kingdom
Generally Accepted Accounting Practice.

We have nothing to reportin respect of the following informationin the
annual report, in relation to which the ISAs(UK) require us to report to
you whether we have anything material to add or draw attention to:

>the disclosuresin the annual report set out on pages 34 to 37 that
describe the principal risks and explain how they are being managed
or mitigated;

>the directors’ confirmation set out on page 68 in the annual report that
they have carried out a robust assessment of the principal risks facing
the entity, including those that would threaten its business model,
future performance, solvency or liquidity;

>the directors’ statement set out on page 91in the financial statements
about whether they considered it appropriate to adopt the going concern
basis of accounting in preparing them, and their identification of any
material uncertainties to the entity’s ability to continue to do so over
aperiod of at least twelve months from the date of approval of the
financial statements;

>whether the directors’ statement in relation to going concern required
under the Listing Rules in accordance with Listing Rule 9.8.6R(3) is
materially inconsistent with our knowledge obtained in the audit; or

>the directors’ explanation set out on page 31inthe annual report as to
how they have assessed the prospects of the entity, over what period
they have done so and why they consider that period to be appropriate,
and their statement as to whether they have a reasonable expectation
that the entity will be able to continue in operation and meet its liabilities
as they fall due over the period of their assessment, including any
related disclosures drawing attention to any necessary qualifications
orassumptions.
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Overview of ourauditapproach

Key audit matters

> Revenue recognition

> Valuation of net pension scheme liability

> Goodwillimpairment

Auditscope

We performed an audit of the complete financial information of the
Roadside Assistance and Insurance Services components (in line with
the previous segmental view of the Group detailed in note 2 of the
consolidated financial statements) and audit procedures on specific
balances of the remaining components.

The components where we performed full or specific audit procedures
accounted for 98% of the Group’s earnings before interest, tax,

depreciation and amortisation (Trading EBITDA) adjusted for exceptional

items, 95% of the Group’s Revenue and 93% of the Group’s Total assets.

Materiality
Overall Group materiality of £7.4m which represents approximately
2% of the Group Trading EBITDA adjusted for exceptionalitems.

Key audit matters

Key audit matters are those matters that, in our professional judgement,
were of most significance in our audit of the financial statements of
the current period and include the most significant assessed risks of
material misstatement (whether or not due to fraud) that we identified.
These mattersincluded those which had the greatest effect on:

the overall audit strategy, the allocation of resources in the audit;

and directing the efforts of the engagement team. These matters were
addressed in the context of our audit of the financial statements as a
whole, and in our opinion thereon, and we do not provide a separate
opinion on these matters.

Key observations
communicated to the

Risk Ourresponse totheserisks Audit Committee
Revenue recognition (E959m, PY comparative £940m)

Refer to the Audit Committee Report (page 72) and accounting policy (note 1.3(m))

The basis of recognising revenue > We performed full and specific scope audit procedures over this risk area which covered 95% of We are satisfied that

differs between the various products
and services provided by the Group,
as set outinaccounting policy 1.3(m).

Management has previously identified
issues with the way in which an
underlying system generates
accounting entries for processing

and deferring revenue from the
personalroadside business,

and hasimplemented additional
procedures to ensure the accurate
recording of such revenue.

As such we consider that the
deferraland subsequent recognition
of revenue generated from the
personalroadside business presents
anincreased risk of error or potential
management override.

the Group’s revenue.

> We considered the Group’s accounting policies in respect of revenue recognition to determine
whether they appropriately reflected the requirements of IAS 18 and IFRS 4.

) We assessed the design, implementation and operating effectiveness of key controls over revenue
recognition and tested controls over revenue processing for the principal roadside assistance and
insurance income streams.

> We tested IT general controls that support the systems that process and record revenue for the
roadside assistance, insurance and driving services income streams.

Y Specifically, for the system issues where management has implemented additional procedures,
we tested controls over those procedures. We checked the completeness of data usedin
the calculation of revenue, tested the methodology used to generate accounting entries by
re-performing a sample of calculations and verified that the resulting accounting entries had
beenaccurately processed.

> We performed tests of detail to assess whether the revenue recognition practices adopted
complied with the stated accounting policies. We tested a sample of personal roadside assistance
revenue transactions to confirm that revenue had been deferred ina manner consistent with the
relevant contractand a sample of insurance broking transactions to confirm that all services under
the contract had been performed at the point at which revenue was recognised.

> Weinspected a sample of journal entries for any evidence of management override and obtained
support forindividually unusual and/or material revenue journals.

> We performed analytical procedures to compare revenue recognised with our expectations from
past experience, management’s forecasts and our understanding of product features and terms.
In doing so we assessed whether deferred revenue from the personal roadside business as at
1February 2017 had been appropriately released to revenue during the year.

> We performed cut-off testing to confirm that revenue has been recorded in the correct period.

appropriate revenue
recognition policies
have been adopted
and complied with.

Based on additional
procedures carried
out by management
and the results of our
own controlsand
substantive testing
we are satisfied
thatrevenue
transactions have
been appropriately
recorded.
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Independent Auditor’s Report

Valuation of the net pension scheme liability (E240m, PY comparative £395m)

continued
Key observations
communicated to the
Risk Ourresponsetotheserisks Audit Committee

Refer to the Audit Committee Report (page 72); accounting policy (note 1.3(1)) and note 25 of the consolidated financial statements

The Group operates three defined
benefit pension schemes, the most
significant of whichis the AA UK
defined benefit scheme (AAUK).
We consider the valuation of the
AAUK net pension liability to be a
significantrisk as:

) The actuarialassumptions used to
value the pension scheme liabilities
are judgemental and sensitive;

> The schemes hold some complex
and illiquid assets for which there are
no quoted prices. Prices are obtained
directly from the relevantinvestment
managers who apply judgementin
valuing those assets.

Due to the significance of the value of
the AAUK pension obligation, a small
changeinactuarialassumptions may
resultin a material difference to the
amounts reported.

Furthermore, during the current
financial year, the Group closed the
Final Salary section of AAUK, effective
1July 2017. Allactive members moved
tothe CARE section removing the
salary link to the benefits. In addition,
pension indexationinthe CARE
section has been linked to CPI
inflation, rather than RPlinflation.

> We performed specific scope audit procedures over this risk area which covered 100% of the
riskamount.

> We understood and walked through management’s controls in respect of the selection of key
assumptions related to the valuation of actuarial liabilities and the valuation of scheme assets.

Y Using external data we verified the appropriateness of the key actuarial assumptions used by
management in determining the pension obligation under IAS 19(R) as detailed in note 25 of the
consolidated financial statements.

) We determined whether the assumptions used met the requirements of IFRS and were in line
with market practice, as well as the specific circumstances of the schemes and their participants.
Thisincluded a comparison of life expectancy with relevant mortality tables, benchmarking
inflation and discount rates against external market data, considering changes in historical
assumptions and evaluating the independence, qualifications and results of work performed by
management’s experts involved in the valuation process. We used our pension valuation experts
to assist us with these procedures.

> We confirmed the appropriate accounting treatment of the AAUK plan amendment.

) We obtained net asset value (NAV) statements in respect of the schemes’ investments directly
from the fund administrator and reconciled them to both the scheme’s custody records and the
Group financial statements.

> Where applicable we reviewed administrator controls reports for controls over valuation of
complexassets.

Y Forthe complex assets we obtained and reviewed a sample of audited fund financial statements
to assess whetherthe NAV was appropriate.

) We tested the assets held in equity markets and confirmed the valuation of those equities.

> We tested the data used to perform scheme valuations to gain comfort that the data is complete
and accurate and agrees to underlying payroll records.

> We reviewed the disclosures relating to the defined benefit schemes.

Goodwillimpairment (carrying value £1,170m, PY comparative £1,173m)

We are satisfied that
the values of assets
held within the scheme
are appropriately
supported.

We concluded that
assumptions used to
determine the defined
benefit obligation fall
withinan acceptable
range.

We concluded that
accounting treatment
ofthe AAUK plan
amendmentisinline
with IAS19(R).

Refer to the Audit Committee Report (page 72), accounting policy (note 1.3(i)) and note 11 of the consolidated financial statements

The goodwill balance as at 31January
2018is significant based on its size
relative to the total assets of the Group.

The AA plc goodwill arising on
consolidation represents the excess
of the cost of acquisition over the
Group’sinterestin the fair value of
the identified assets and liabilities
atthe date of acquisitionin 2004.

Management analyses discounted
cash flows at the Cash Generating
Units (‘CGU’) level to calculate the
value in use foreach CGU as required
by IAS 36. This calculation represents
asignificant estimate including
judgements related to future Trading
EBITDA growth and discount rate
assumptions.

Inthe current financial year the Group
acquired Used Car Sites Limited.
This resulted in the recognition of
£25m goodwillas at 31 January 2018.

As detailed in note 11 of the
consolidated financial statements,
the goodwill allocated to the Driving
School CGU (£26m) was fully
impairedin the current financial year.

> We performed full scope audit procedures over this risk area.

> We examined management’s impairment model, which included an assessment of discounted
cash flows, to understand the significant assumptions used in the impairment test foreach CGU.

) We engaged our valuation experts to assess the reasonableness of the discount rate by considering

the Group specific circumstances as wellas comparable companies from similar sectors.

> We performed sensitivity analysis to assess the impact of certain key variables on levels of
headroom, including discount rate and Trading EBITDA growth assumptions.

> We confirmed the appropriate accounting treatment in respect of goodwill relating to the acquired
Used Car Sites Limited (trading as ‘AA Cars’).

> We confirmed compliance with the Group’s accounting policy.

We are satisfied that
the basis for the

Driving School CGU
impairmentis
appropriate and the
impairmentassessment
isinline with the Group
accounting policy.

Based onour
procedures, which
included additional
sensitivity analysis,
we are satisfied
that no additional
impairment of the
recorded goodwill
has beenidentified.
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Key audit matters (continued)

Inthe prior year, our auditor’s report included a key audit matter in relation
to Recognition and valuation of provisions: Duplicate breakdown cover.
Inthe current year we do not consider this risk area to represent a

key audit matter. As detailed in note 21 of the consolidated financial
statements, the majority of the provision balance was utilised during

the current financial year and limited judgement and estimation
uncertainty remainsin relation to the provision as at 31January 2018.

Anoverview of the scope of our audit

Tailoring the scope

Ourassessment of audit risk, our evaluation of materiality and our
allocation of performance materiality determine our audit scope for
each entity within the Group. Taken together, this enables us to form
an opinion on the consolidated financial statements.

Inassessing the risk of material misstatement to the Group financial
statements, and to ensure we had adequate quantitative coverage of
significant accounts in the financial statements, our audit scope focused
onthetwo largest components, Roadside Assistance and Insurance
Services, which were subject to a full scope audit for the year ended
31January 2018. For the remaining components (Driving Services and
Insurance Underwriting) and the statutory entities containing the Group’s
borrowings and related hedging instruments, pension scheme balances,
insurance technical provisions and head office costs, specific audit
procedures were performed that were impacted by our assessed risks

of material misstatement. The scope of our audit is based on the reporting
components of the Group in line with the previous segmental view of the
Group management as detailed in note 2.

The components for which we performed full scope audits accounted
for 91% (2017: 93%) of the Group’s revenue, 91% (2017: 92%) of the
Group’s Trading EBITDA and 60% (2017: 61%) of the Group’s total
assets. The specific scope component contributed 4% (2017: 4%) of
the Group’s Revenue, 7% (2017: 7%) of the Group’s Trading EBITDA

and 33% (2017: 36%) of the Group’s total assets. The specific scope
components include the statutory entities containing the Group’s
borrowings and related hedging instruments, pension scheme balances
and insurance technical provisions where specific audit procedures
were performed based on our assessed risks of material misstatement.
The audit scope of these components may not have included testing of
all significant accounts of the component but will have contributed to
the coverage of significant accounts tested for the Group.

The remaining components together represent 2% (2017:1%) of the
Group’s Trading EBITDA. For these components, we performed other
procedures, including analytical review, testing of consolidation journals
and intercompany eliminations to respond to any potential risks of
material misstatement to the Group financial statements.

Items notincluded in the Trading EBITDA coverage include the difference
between the cash contributions to the pension schemes for ongoing
service and the calculated annual service cost and share-based
payments. Pensions and Incentive Schemes have been subject to
specific substantive audit procedures as set out in this report.

The charts below illustrate the coverage obtained from the work
performed by our audit teams.

TRADING EBITDA (%)

2
a Full scope components
@ Specific scope components
Other procedures
91
REVENUE (%)

QS Full scope components
@ Specific scope components

Other procedures

91

TOTAL ASSETS (%)

7 Full scope components
@ Specific scope components
Other procedures

60
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Independent Auditor’s Report
continued

Involvement with component teams

In establishing our overall approach to the Group audit, we determined
the type of work that needed to be undertaken at each of the components
by us, as the primary audit engagement team, or by the component
auditors operating under our instruction.

The Insurance component teamis responsible for the audit of the
Insurance Services and Insurance Underwriting segments. The Group
audit team is responsible for the audit of the Group Functionand all
other components.

The Group audit team provided detailed audit instructions to the
component team which included guidance on areas of focus, including
the relevant risks of material misstatement detailed above, and set out
the information required to be reported to the Group team.

The primary team interacted regularly with the component teams where
appropriate during various stages of the audit, reviewed key working
papers and were responsible for the scope and direction of the audit
process. The Group team attended the closing meetings with the
management of the Insurance component and attended key audit
committee meetings. This, together with the additional procedures
performed at Group level, gave us appropriate evidence for our opinion
onthe Group financial statements.

Ourapplication of materiality

We apply the concept of materiality in planning and performing the audit,
in evaluating the effect of identified misstatements on the auditandin
forming our audit opinion.

Materiality

The magnitude of an omission or misstatement that, individually or in
the aggregate, could reasonably be expected to influence the economic
decisions of the users of the financial statements. Materiality provides

a basis for determining the nature and extent of our audit procedures.

We determined materiality for the Group to be £7.4 million (2017: £7.6 million),
whichis approximately 2% (2017: approximately 2%) of Trading EBITDA
adjusted for exceptionalitems. We base our materiality ona Trading EBITDA
performance measure as Trading EBITDA has been the key metric used by
managementin measuring and reporting on the performance of the business
during the year. In presenting its measure of Trading EBITDA, management
adjusts Trading EBITDA for non-recurring items and also certain recurring
items including the difference between the cash contributions to the pension
schemes for ongoing service and the calculated annual service costand
share-based payments. In calculating materiality, we have adjusted Trading
EBITDA only for exceptionalitems which we considered to be non-recurring.
This provided a basis for determining the nature, timing and extent of risk
assessment procedures, identifying and assessing the risk of material
misstatement and determining the nature, timing and extent of further

audit procedures.

> Starting point - £391m Group

Starting basis Trading EBITDA

> £17mrecurring items, the difference between
the cash contributions to the pension
schemes for ongoing service and the
calculated annual service costand share-
based payments

Adjustments

> Materiality basis — £374m adjusted
Group Trading EBITDA

> Materiality of £7.4m (approximately
2% of the materiality basis

Materiality basis

During the course of our audit, we reassessed initial materiality. Our final
calculated materiality did not result in any substantive change in our audit
procedures.

Performance materiality

The application of materiality at the individual account or balance level.
Itis set atan amount to reduce to an appropriately low level the probability
that the aggregate of uncorrected and undetected misstatements
exceeds materiality.

On the basis of our risk assessments, together with our assessment of
the Group’s overall control environment, our judgement was that
performance materiality was 50% (2017: 50%) of our planning materiality,
namely £3.7m (2017: £3.8m). Our objective in adopting this approachis
to ensure that total uncorrected and undetected audit differences do not
exceed our materiality of £7.4m for the financial statements as whole.

Audit work at components for the purpose of obtaining audit coverage
over significant financial statement accountsis undertaken based on a
percentage of total performance materiality. The performance materiality
set for each component is based on the relative scale and risk of the
component to the Group as a whole and our assessment of the risk of
misstatement at that component. In the current year, the range of
performance materiality allocated to components was £0.7mto £2.5m
(2017: £0.8mto £2.8m).

Reporting threshold
An amount below which identified misstatements are considered as being
clearly trivial.

We agreed with the Audit Committee that we would report to them all
uncorrected audit differences in excess of £0.4m (2017: £0.4m), which
is setat 5% of planning materiality, as well as differences below that
threshold that, in our view, warranted reporting on qualitative grounds.

We evaluate any uncorrected misstatements against both the quantitative
measures of materiality discussed above and in light of other relevant
qualitative considerations in forming our opinion.
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Otherinformation

Opinions on other matters prescribed by the Companies Act 2006

The otherinformation comprises the information included in the annual
report set out on pages 1to0 92, including the Strategic Reportand
Directors’ Report, other than the financial statements and our auditor’s
report thereon. The directors are responsible for the other information.

Our opinion on the financial statements does not cover the other
information and, except to the extent otherwise explicitly stated in this
report, we do not express any form of assurance conclusion thereon.

In connection with our audit of the financial statements, our responsibility
isto read the otherinformation and, in doing so, consider whether the
otherinformation is materially inconsistent with the financial statements or
our knowledge obtained in the audit or otherwise appears to be materially
misstated. If we identify such materialinconsistencies or apparent material
misstatements, we are required to determine whether there is a material
misstatementin the financial statements or a material misstatement of the
otherinformation. If, based on the work we have performed, we conclude
that there is a material misstatement of the other information, we are
required to report that fact.

We have nothing to reportin this regard.

Inthis context, we also have nothing to reportin regard to our
responsibility to specifically address the following items in the other
information and to report as uncorrected material misstatements of
the other information where we conclude that those items meet the
following conditions:

> Fair, balanced and understandable set out on page 92 - the statement
given by the directors that they consider the annual report and financial
statements taken as a whole is fair, balanced and understandable and
provides the information necessary for shareholders to assess the
Group’s performance, business model and strategy, is materially
inconsistent with our knowledge obtained in the audit; or

> Audit committee reporting set out on page 70 - the section describing
the work of the audit committee does not appropriately address matters
communicated by us to the audit committee; or

> Directors’ statement of compliance with the UK Corporate
Governance Code set out on page 50- the parts of the directors’
statement required under the Listing Rules relating to the Company’s
compliance with the UK Corporate Governance Code containing
provisions specified for review by the auditor in accordance with Listing
Rule 9.8.10R(2) do not properly disclose a departure from a relevant
provision of the UK Corporate Governance Code.

In our opinion, the part of the Directors’ Remuneration Report to be
audited has been properly prepared in accordance with the Companies
Act2006.

In our opinion, based on the work undertaken in the course of the audit:

>the information givenin the Strategic Report and the Directors’ Report
for the financial year for which the financial statements are prepared is
consistent with the financial statements; and

>the Strategic Report and the Directors’ Report have been preparedin
accordance with applicable legal requirements.

Matters on which we are required to report by exception

Inthe light of the knowledge and understanding of the Group and the
parent Company and its environment obtained in the course of the audit,
we have notidentified material misstatements in the Strategic Report or
the Directors’ Report.

We have nothing to reportin respect of the following mattersin relation
to which the Companies Act 2006 requires us to report to you if,
inour opinion:

>adequate accounting records have not been kept by the parent Company,
or returns adequate for our audit have not been received from branches
not visited by us; or

>the parent Company financial statements and the part of the Directors’
Remuneration Report to be audited are not in agreement with the
accounting records and returns; or

> certain disclosures of directors’ remuneration specified by law are not
made; or

>we have not received all the information and explanations we require
for our audit.

Responsibilities of directors

As explained more fully in the Directors’ Responsibilities Statement set
outon page 92, the directors are responsible for the preparation of the
financial statements and for being satisfied that they give a true and fair
view, and for such internal control as the directors determine is necessary
to enable the preparation of financial statements that are free from
material misstatement, whether due to fraud or error.

In preparing the financial statements, the directors are responsible for
assessing the Group and parent Company’s ability to continue as a going
concern, disclosing, as applicable, matters related to going concern

and using the going concern basis of accounting unless the directors
eitherintend to liquidate the Group or the parent Company or to cease
operations, or have no realistic alternative but to do so.
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Independent Auditor’s Report
continued

Auditor’s responsibilities for the audit of the financial statements

Our objectives are to obtain reasonable assurance about whether the
financial statements as a whole are free from material misstatement,
whether due to fraud or error, and to issue an auditor’s report that includes
our opinion. Reasonable assurance is a high level of assurance, but is not
aguarantee that an audit conducted in accordance with ISAs (UK) will
always detect a material misstatement when it exists. Misstatements can

arise from fraud or error and are considered material if, individually or in the

aggregate, they could reasonably be expected to influence the economic
decisions of users taken on the basis of these financial statements.

Explanation as to what extent the audit was considered capable of
detectingirregularities, including fraud

The objectives of our audit:

Yinrespectto fraud, are; to identify and assess the risks of material

misstatement of the financial statements due to fraud; to obtain sufficient

appropriate audit evidence regarding the assessed risks of material
misstatement due to fraud, through designing and implementing
appropriate responses; and to respond appropriately to fraud or
suspected fraud identified during the audit. However, the primary
responsibility for the prevention and detection of fraud rests with both
those charged with governance of the Group and management; and

Yinrespecttoirregularities, considered to be non-compliance with laws
and regulations, are to obtain sufficient appropriate audit evidence
regarding compliance with the provisions of those laws and regulations
generally recognized to have a direct effect on the determination of

material amounts and disclosures in the financial statements (‘direct laws

and regulations’), and perform other audit procedures to help identify
instances of non-compliance with other laws and regulations that may

have a material effect on the financial statements. We are not responsible

for preventing non-compliance with laws and regulations and our audit
procedures cannot be expected to detect non-compliance with all laws
and regulations.

Ourapproach was as follows:

> We obtained a general understanding of the legal and regulatory
frameworks that are applicable to the Group and the parent Company
and determined that the most significant are Companies Act 2006, the
UK Corporate Governance Code, UK Tax Legislation and the financial
reporting framework. Our considerations of other laws and regulations
that may have a material effect on the financial statements included
permissions and supervisory requirements of the Prudential Regulation
Authority (“PRA”) and the Financial Conduct Authority (“FCA”).

> We obtained a general understanding of how the Company is complying
with those frameworks by making enquiries of management, internal
audit, and those responsible for legal and compliance matters. We also
reviewed correspondence between the Company and UK regulatory
bodies; reviewed minutes of the Board and its Committees; and
gained an understanding of the Company’s approach to governance,
demonstrated by the Board’s approval of the Group’s governance
framework and the Board’s review of the Group’s risk management
framework and the Group’s system of internal controls.

>Fordirect laws and regulations, we considered the extent of compliance
with those laws and regulations as part of our procedures on the related
financial statementitems.

> For both direct and other laws and regulations our procedures
involved: making enquiry of those charged with governance and senior
management for their awareness of any non-compliance of laws or
regulations, inquiring about the policies that have been established
to prevent non-compliance with laws and regulations by officers and
employees, inquiring about the Group’s methods of enforcing and
monitoring compliance with such policies, inspecting significant
correspondence with the FCA and PRA.

>The Group’s Insurance component operates in the insurance industry
whichis a highly regulated environment. As such the Senior Statutory
Auditor considered the experience and expertise of the engagement
team to ensure that the team had the appropriate competence and
capabilities, which included the use of specialists where appropriate.

> We assessed the susceptibility of the Group’s and the parent Company’s
financial statements to material misstatement, including how fraud
might occur by considering the controls implemented to address risks
identified by the Group, or that otherwise seek to prevent, deter or detect
fraud. We also considered areas of significant judgement, including
complex transactions, performance targets and economic or external
pressures and the impact these have on the control environment.
Where this risk was considered to be higher, we performed audit
procedures to address each identified fraud risk. These procedures
included testing manual journals and were designed to provide
reasonable assurance that the financial statements were free from
fraud orerror.

Afurther description of our responsibilities for the audit of the financial
statementsis located on the Financial Reporting Council’s website at
https://www.frc.org.uk/auditorsresponsibilities. This description forms
part of our auditor’s report.

Other matters we arerequired toaddress

> We were appointed by the Company in June 2007 to audit the financial
statements for the year ending 31January 2008 and subsequent
financial periods.

> The period of total uninterrupted engagement with the Company
including previous renewals and reappointments is eleven years,
covering the years ending 31January 2008 to 31January 2018,
including the period of our audit engagement before the Company’s
Initial Public Offering on 26 June 2014.

> The non-audit services prohibited by the FRC’s Ethical Standard were
not provided to the Group or the parent Company and we remain
independent of the Group and the parent Company in conducting
the audit.

>The audit opinion is consistent with the additional report to the
audit committee.

Kathryn Barrow (Senior statutory auditor)
forand on behalf of Ernst & Young LLP, Statutory Auditor
London

16 April 2018

1 The maintenance and integrity of the AA plc web site is the responsibility of the directors; the work carried out by the auditors does not involve consideration of these matters and, accordingly,
the auditors accept no responsibility for any changes that may have occurred to the financial statements since they were initially presented on the web site.

2 Legislationinthe United Kingdom governing the preparation and dissemination of financial statements may differ from legislation in otherjurisdictions.
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Consolidated income statement
for the year ended 31 January
2018 2017
_____ Note £m £m
Continuing operations
Trading Revenue 2 959 940
Exceptional revenue provision 5 1 (7)
Group Revenue 2 960 933
Cost of sales (360) (341)
Gross profit 600 592
Administrative and marketing expenses (292) (309)
Share of (loss)/profit of joint venture and associates, net of tax (1) 1
Operating profit 4 307 284
Trading EBITDA 2 391 403
Share-based payments 34 (7) (12)
Pension service charge adjustment 2 (10) (8)
Amortisation and depreciation 1,13 (70) (67)
Operating profit before exceptionalitems 304 316
Exceptional operating items 5 3 (32)
Operating profit 4 307 284
Finance costs 6 (167) (185)
Finance income 7 1 1
Profit before tax 141 100
Tax expense 9 (30) (26)
Profit for the year from continuing operations m 74
Discontinued operations
Profit for the year from discontinued operations 3 - 80
Profit forthe year M 154
2018 2017
Earnings per share from prgfi_t fortheyear Note pence pence
Basic from total operations 10 18.2 25.3
Basic from continuing operations 10 18.2 12.2
Basic from discontinued operations 10 - 13.1
Diluted from total operations 10 18.2 25.3
Diluted from continuing operations 10 18.2 12.2
Diluted from discontinued operations 10 - 13.1

The accompanying notes are an integral part of this consolidated income statement.
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Consolidated statement of
comprehensive Income

for the year ended 31 January

2018 2017
Note £m £m
Profitfor the year M 154
Other comprehensiveincome onitems that may be reclassified to profit and loss in subsequent years

Exchange differences on translation of foreign operations (1) 2
Effective portion of changes in fair value of cash flow hedges 8 13
Tax effect 9 3) (1
4 14

Other comprehensive income onitems that will not be reclassified to profit and loss in subsequent years
Remeasurement on gains/(losses) on defined benefit schemes 25 120 (99)
Tax effect 9 (21) 17
99 (82)
Total other comprehensiveincome 103 (68)
Total comprehensive income forthe year 214 86

The accompanying notes are an integral part of this consolidated statement of comprehensive income.



AA plc Annual Report and Accounts 2018 103
Consolidated statement of financial position
as at 31 January
2018 2017
_______________ Note £m £m
Non-current assets
Goodwilland other intangible assets 1 1,300 1,283
Property, plantand equipment 13 127 131
Investmentsin joint ventures and associates 14 8 10
Otherreceivables 16 3 -
Deferred tax assets 9 31 62
1,469 1,486
Currentassets
Inventories 15 7 6
Trade and other receivables 16 201 195
Cashand cash equivalents 17 150 211
358 412
Totalassets 1,827 1,898
Currentliabilities
Trade and other payables 18 (528) (520)
Current tax payable (10) (11
Provisions 21 (13) (19)
(551) (550)
Non-current liabilities
Borrowings and loans 19 (2,736) (2,819)
Finance lease obligations 29 (16) (20)
Defined benefit pension scheme liabilities 25 (240) (395)
Provisions 21 4) (11
Deferred consideration 18 (1) -
Insurance technical provisions 22 (24) (16)
(3,031) (3,261)
Total liabilities (3,582) (3,81)
Net liabilities (1,755) (1,913)
Equity
Share capital 23 1 1
Share premium 24 406 403
Own shares 24 (29) (26)
Currency translation reserve 24 - 1
Cash flow hedge reserve 24 5 2
Retained earnings 24 (2,138) (2,294)
Total equity attributable to equity holders of the parent (1,755) (1,913)

Signed for and on behalf of the Board on 16 April 2018 by

Simon Breakwell Martin Clarke
Chief Executive Officer Chief Financial Officer

The accompanying notes are an integral part of this consolidated statement of financial position.
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Consolidated statement of changes in equity

forthe year ended 31 January

Attributable to the equity holders of the parent

Currency Cash flow
Share Share Own translation hedge Retained

capital premium shares reserve reserve earnings Total
£m £m £m £m £m £m Em

At1February 2016 1 399 (22) (1) (10) (2,323) (1,956)
Profit for the year - - - - - 154 154
Other comprehensive income - - - 2 12 (82) (68)
Total comprehensive income - - - 2 12 72 86
Dividends - - - - - (55) (55)
Issue of share capital - 4 - - - - 4
Purchase of own shares - - 4) - - - 4)
Share-based payments (see note 34) - - - - - 12 12
At 31January 2017 1 403 (26) 1 2 (2,294) (1,913)
Profit for the year - - - - - m m
Other comprehensive income - - - 1 5 99 103
Total comprehensive income - - - 1 5 210 214
Otherreserves - - - - 2) 2 -
Dividends - - - - - (56) (56)
Issue of share capital - 3 - - - - 3
Purchase of own shares - - 3) - - - )
At 31January 2018 1 406 (29) - 5 (2,138) (1,755)

The accompanying notes are an integral part of this consolidated statement of changes in equity.
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Consolidated statement of cash flows
for the year ended 31 January

2018 2017
_____ Note £m £m

Profit before tax from continuing and discontinued operations 141 184
Amortisation and depreciation 1,13 70 68
Net finance costs 6,7 166 184
Other adjustments to profit before tax 23 62)
Working capital:
(Increase) in trade and other receivables 3) 45)
(Decrease)/increase in trade and other payables (8) 23
(Decrease)/increase in provisions (6) 24
Difference between pension charge and cash contributions (44) (10)
Total working capital adjustments (61) (8)
Net cash flows from operating activities before tax 339 366
Tax paid (23) 21)
Net cash flows from operating activities 316 345
Investing activities
Capital expenditure (63) (71)
Proceeds from sale of fixed assets 18 18
Acquisitions and disposals, net of cash acquired or disposed of 1 99
Interest received 1 1
Net cash flows (used in)/frominvesting activities 43) 47
Financing activities
Proceeds from borrowings 250 700
Issue costs on borrowings (7) 6)
Debt repayment premium and penalties (1) (30)
Repayment of borrowings (328) (766)
Refinancing transactions (96) (102)
Interest paid on borrowings (136) (143)
Payment of finance lease capital (41) 43)
Payment of finance lease interest (5) 7)
Dividends paid (56) (55)
Net cashflows usedinfinancing activities (334) (350)
Net (decrease)/increase in cash and cash equivalents (61) 42
Net foreign exchange differences - 3
Cashand cash equivalents at 1February 21 166
Cashand cash equivalents at 31January 17 150 21

The cash flows from operating activities are stated net of cash outflows relating to exceptionalitems of £29m (2017: £15m). This relates to the cost of
business transformation of £14m (2017: £11m), non-recurring costs of IT system implementation and cost restructuring activities of £5m (2017: £7m),

costs of reimbursing customers who bought duplicate breakdown cover of £8m (2017: £nil) and a net cash outflow from onerous property lease
provisions in respect of vacant properties of £2m (2017: inflow £3m).

Other adjustments to profit before tax of £23m (2017: outflow of £62m) include impairment of goodwill £27m (2017: £nil), profit on sale of home

services business £6m (2017: £nil), profit on sale of Ireland £nil (2017: £77m), share of loss from joint ventures and associates of £1m (2017: profit of £1m),
share-based payment charge of £7m (2017: £12m), profit on sale of fixed assets of £1m (2017 loss: £3m), credit for reversal of MVP share-based payment

charge (see note 34) £7m (2017: £nil), loss on disposal of VVCR £1m (2017: £nil) and impairment of investment in joint ventures of £1m (2017: £1m).
Operating cash flows from discontinued operations were £nil (2017: £10m) (see note 3).

The accompanying notes are an integral part of this consolidated statement of cash flows.
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Notes to the consolidated financial statements

1 Basis of preparation and accounting policies

1.1 Generalinformation

The consolidated financial statements for the year ended 31January 2018
comprise the financial statements of AA plc (‘the Company’) and its
subsidiaries (together referred to as ‘the Group’). AA plcis a public

limited company incorporated and domiciled in England and Wales.

These statements and the prior year comparatives have been presented
tothe nearest £million.

1.2 Basis of preparation

The Group has prepared these statements under International Financial
Reporting Standards (IFRS) as adopted by the European Union, International
Financial Reporting Interpretation Council (IFRIC) interpretations and
those parts of the Companies Act 2006 applicable to companies

reporting under IFRS.

These consolidated financial statements have been prepared under the
historic cost convention as modified by the measurement of derivatives
and liabilities for contingent consideration in business combinations at
fair value.

a) Goingconcern

The Group is highly cash generative with a large proportion of its revenues
coming from recurring transactions. The significant customer loyalty
demonstrated by high renewal rates and lengthy customer tenure
underpins thisand in addition to the cash balances at the reporting date
the Group has agreed undrawn credit facilities. The majority of the
Group’s borrowings are long term in nature with no borrowings due within
12 months from the date of signing of these financial statements. For the
Group’s longer term viability, it remains a key assumption of the Directors
that the Group continues to have ready access to both public debtand
equity markets to enable these borrowings to be easily refinanced in due
course. The Directors have reviewed projected cash flows for a period of
one year from the date of signing these financial statements and have
concluded that the Group has sufficient funds to continue trading for this
period and the foreseeable future. Therefore, the financial statements
have been prepared using the going concern basis.

b) Basis of consolidation

The consolidated financial statements incorporate the financial
statements of the Company and entities controlled by the Company
(its subsidiaries). Controlis achieved where the Company has rights to
variable returns from its involvement with the entity and has the ability
toinfluence those returns through its power over the entity.

The results of subsidiaries acquired or disposed of during the year are
included in the consolidated income statement from the effective date
of acquisition or up to the effective date of disposal, as appropriate.
Where necessary, adjustments are made to the financial statements of
subsidiaries to bring the accounting policies into line with those used by
the Group. Allintra-group transactions, balances, income and expenses
are eliminated on consolidation.

1.3 Accounting policies
The principalaccounting policies are set out below.

a) Interestsinjoint venturesand associates

Anassociate is an entity over which the Group is in a position to exercise
significant influence, but not control or joint control, through participating
in the financialand operating policy decisions of the entity. Joint ventures
are jointarrangements whereby the parties that have joint control of the
arrangement have rights to the net assets of the arrangement.

The results, assets and liabilities of joint ventures and associates are
incorporated in these financial statements using the equity method of
accounting. Investments in joint ventures and associates are carried in
the Group balance sheet at cost, including direct acquisition costs, as
adjusted by post-acquisition changes in the Group’s share of the net
assets less any impairment losses.

b) Foreigncurrencies

These financial statements are presented in pound sterling, which
is the currency of the primary economic environment in which the
Group operates.

Transactionsin currencies other than the functional currency of each
consolidated undertaking are recorded at rates of exchange prevailing on
the dates of the transactions. Monetary assets and liabilities denominated
in foreign currencies are translated into the respective functional currency
at rates of exchange ruling at the balance sheet date. Gains and losses arising
onthetranslation of assets and liabilities are taken to the income statement.

The results of overseas operations are translated into sterling at average
rates of exchange for the period. Exchange differences arising on the
retranslation of the opening net assets of overseas operations are
transferred to the Group’s cumulative translation reserve in equity through
other comprehensive income.

c) Business combinationsand goodwill
All business combinations are accounted for by applying the acquisition
method.

Costsrelated to the acquisition, other than those associated with the issue
of debt or equity securities, are expensed as incurred.

Goodwill arising on consolidation represents the excess of the cost of
acquisition over the Group’s interest in the fair value of the identified
assets and liabilities of a subsidiary at the date of acquisition. Goodwillis
recognised as an asset at cost less accumulated impairment losses.

Any contingent consideration payable is recognised at fair value at the
acquisition date, and subsequent changes to the fair value of the
contingent consideration are recognised in profit or loss.

d) Intangible assets

Intangible assets other than goodwill which are acquired separately
are stated at cost. The cost of intangible assets acquired in a business
combination is their fair value as at the date of acquisition.

Followinginitial recognition, intangible assets are carried at cost less any
accumulated amortisation and impairment losses. Intangible assets with
finite lives are amortised over the useful economic life.

e) Softwareand development costs
Software development expenditures on anindividual project are
recognised as an intangible asset when the Group can demonstrate:

> The technical feasibility of completing the intangible asset so that it will
be available for use or sale

Y ltsintention to complete and its ability to use or sell the asset

>How the asset will generate future economic benefits

> The availability of resources to complete the asset

> The ability to measure reliably the expenditure during development

Following initial recognition of the development expenditure as an asset,
the cost modelis applied. The assetis carried at cost less any accumulated
amortisation and impairment losses. Amortisation of the asset begins
when developmentis complete and the asset is available for use. Itis
amortised over its useful life of three to five years.

f) Property, plantand equipment

Land and buildings held for use in the production of goods and services or
foradministrative purposes are stated in the balance sheet at cost or fair
value for assets acquired in a business combination less any subsequent
accumulated depreciation and impairment losses. No capitalised interest
isincluded in the cost of items of property, plantand equipment.
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1 Basis of preparation and accounting policies (continued)

1.3 Accounting policies (continued)

Property, plantand equipmentis stated at cost less accumulated
depreciation and impairment losses. Such costs include costs directly
attributable to making the asset capable of operating as intended.

The cost of property, plant and equipment less their expected residual

value is depreciated by equalinstalments over their useful economic lives.

These lives are as follows:

Buildings 50years

Related fittings 3-20years

Leasehold properties over the period of the lease
IT systems (hardware) 3-5years

Plant, vehicles and other equipment 3-10years

Assets held under finance leases are depreciated on a straight line basis
overthe lease term.

g) Inventories

Inventories are stated at the lower of cost and net realisable value.
Costsinclude all costsincurred in bringing each product to its present
location and condition. Net realisable value is based on estimated

selling price less any further costs expected to be incurred to completion
and disposal.

h) Financialinstruments

Financial assets and financial liabilities are recognised on the Group’s
balance sheet when the Group becomes a party to the contractual
provisions of the instrument. They are classified according to the
substance of the contractual arrangements entered into. At each
reporting date the Group assesses whether there is any objective
evidence that a financialasset or a group of financial assets is impaired.

Trade receivables and trade payables

Trade receivables and trade payables are not interest bearing and are
recognised initially at fair value. A provision for impairment of trade
receivables is established when there is objective evidence that the
Group willnot be able to collect allamounts due according to the original
terms of the receivables.

Cash and cash equivalents
Cash and cash equivalents comprise cash balances and call deposits with
an original maturity less than three months.

Debtinstruments

Debtis initially recognised in the balance sheet at fair value less transaction
costsincurred directly in connection with the issue of the instrument.
Debtissue feesinrespect of the instrument, including premiums and
discounts onissue, are capitalised at inception and charged to the income
statement over the term of the instrument using the effective interest
method. Issue costs relating to the extinguishment of debt are charged
tothe profitand loss accountimmediately.

Equity instruments (share capital issued by the Group)

An equity instrumentis any contract that evidences aresidual interest
inthe assets of the Group after deducting allits liabilities. Equity
instruments are recognised at the fair value of proceeds received

less directissue costs.

Derivative financial instruments

The Group’s capital structure exposes it to the financial risk of changesin
interest rates and fuel prices. The Group uses interest rate and fuel swap
contracts to hedge these exposures.

Derivative financialinstruments are recorded in the balance sheet at fair
value. The fair value of derivative financial instruments is determined by
reference to market values for similar financialinstruments. The gain or
loss onremeasurement to fair value is recognised immediately in profit
orloss unless they qualify for hedge accounting as described below.

Cash flow hedges

Changes inthe fair value of derivative financialinstruments that are
designated as highly effective hedges of future cash flows are recognised
in other comprehensive income. Any ineffective portion of the hedge is
recognised immediately in the income statement. Amounts recognisedin
other comprehensive income are reclassified from equity to profit and loss
(within finance costs) in the period when the hedged item affects profit or
loss. When a hedging instrument expires or is sold, or when a hedge no
longer meets the criteria for hedge accounting, any cumulative gain or loss
recognised in other comprehensive income at that time remains in equity
and is reclassified when the hedged transactionis ultimately recognised in
theincome statement.

In order to qualify for hedge accounting, the Group is required to
document frominception the relationship between the item being hedged
and the hedging instrument and demonstrate that the hedge will be highly
effective onan ongoing basis. This effectiveness testing is performed at
each period end to ensure that the hedge remains highly effective.

i) Impairmentof assets

The carrying amounts of the Group’s non-financial assets, other than
inventories and deferred tax assets, are reviewed at each reporting date
to determine whether there is any indication of impairment. Ifany such
indication exists, then the asset’s recoverable amount is estimated.

In addition, goodwilland intangible assets not yet available for use are
tested forimpairment annually.

For the purpose of impairment testing, assets that cannot be tested
individually are grouped together into the smallest group of assets that
generates cash inflows from continuing use that are largely independent
of the cash inflows of other assets or groups of assets (the cash generating
units or “CGUs”). The goodwill acquired in a business combination is
allocated to CGUs so that the level at which impairment is tested

reflects the lowest level at which goodwill is monitored for internal
reporting purposes.

The recoverable amount of an asset or cash generating unitis the greater
of its value in use and its fair value less costs to sell. In assessing value in
use, the estimated future cash flows are discounted to their present value
using a pre-tax discount rate that reflects current market assessments of
the time value of money and the risks specific to the asset.

Animpairment loss is recognised if the carrying amount of an asset or its
CGU exceeds its estimated recoverable amount. Impairment losses are
recognised in profit or loss. Impairment losses recognised in respect of
CGUs are allocated first to reduce the carrying amount of any allocated
goodwilland then to reduce the carrying amounts of the other assets on
aproratabasis.

Animpairment loss in respect of goodwillis not reversed. In respect of
other assets, animpairment loss is reversed if there has been a change in
the estimates used to determine the recoverable amount. Animpairment
lossis reversed only to the extent that the asset’s carryingamount does
not exceed the carrying amount that would have been determined, net of
depreciation oramortisation, if no impairment loss had been recognised.

i) Leases
Finance leases transfer substantially all of the risks and rewards of
ownership to the lessee. All other leases are classified as operating leases.

Assets held under finance leases are recognised as assets of the Group

at their fair value or, if lower, at the present value of the minimum lease
payments, each determined at the inception of the lease. The corresponding
liability to the lessor is shown as a financial liability. Lease payments are
apportioned between finance charges and the lease obligation so as to
achieve a constant rate of interest on the remaining balance of the liability.
Finance charges are charged directly to the income statement.

Rentals payable and receivable under operating leases are charged, or
credited, to the income statement on a straight-line basis over the term
of the relevant lease. Any incentives to enter into an operating lease are
recognised evenly over the lease term.
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Notes to the Consolidated Financial Statements
continued

1 Basis of preparation and accounting policies (continued)

1.3 Accounting policies (continued)

k) Provisionsand contingent liabilities

A provisionis required when the Group has a present legal or constructive
obligationas aresult of a past event and itis probable that settlement will
be required of anamount that can be reliably estimated. Provisions are
discounted where the impact is material. Material contingent liabilities are
disclosed unless the transfer of economic benefits is remote. Contingent
assets are only disclosed if an inflow of economic benefits is probable.

Provisions for restructuring costs are recognised when the Group has a
detailed formal plan for the restructuring that has been communicated to
affected parties.

For property leases, where a decision has been made prior to the year end
to permanently vacate the property, provision is made for future rent and
similar costs net of any rentalincome expected to be received up to the
estimated date of final disposal.

1) Retirementbenefit obligation

The Group’s position in respect of defined benefit pension plans is
calculated by estimating the amount of future benefit that employees
have earned in return for their service in the current and prior periods;
that benefitis discounted to determine its present value, and the fair value
of any plan assets (at bid price) is deducted. The Group determines the
netinterest on the net defined benefit liability for the period by applying
the discount rate used to measure the defined benefit obligation at the
beginning of the annual period to the net defined benefit liability.

The discount rate is the yield at the reporting date on bonds that have a
credit rating of at least AA, with maturity dates approximating the terms
of the Group’s obligations, and that are denominated in the currency in
which the benefits are expected to be paid.

Remeasurements arising from defined benefit plans comprise actuarial
gains and losses and the return on plan assets (excluding interest).

The Group recognises them immediately in other comprehensive income
and all other expenses related to defined benefit plans in administrative
and marketing expenses in profit or loss.

When the benefits of a plan are changed, or when a planis curtailed,
the portion of the changed benefit related to past service by employees,
or the gain or loss on curtailment, is recognised immediately in profit or
loss when the plan amendment or curtailment occurs.

The calculation of the defined benefit obligations is performed by a
qualified actuary using the projected unit credit method. When the
calculation results in a benefit to the Group, the recognised asset is
limited to the present value of benefits available in the form of any future
refunds from the plan or reductions in future contributions and takes
into account the adverse effect of any minimum funding requirements.

For defined contribution schemes, the amounts recognised in profit or
loss are the contributions payable in the year.

m) Revenue recognition
Revenueis measured at the fair value of the consideration receivable less
any discounts and excluding value added tax and other sales related taxes.

Roadside membership subscriptions and premiums receivable on
underwritten insurance products are apportioned on a time basis over
the period where the Group is liable for risk cover. The unrecognised
element of subscriptions and premiums receivable, relating to future
periods, is held within liabilities as deferred income and provision for
unearned premium.

Commissionincome frominsurers external to the Group is recognised
atthe commencement of the period of risk.

Where customers choose to pay by instalments, the Group charges
interest based on the principal outstanding and disclosed interest rate
and recognises this income over the course of the loan.

Forallother revenue, income is recognised at point of delivery of goods
oron provision of service. This includes work which has not yet been fully
invoiced, provided that it is considered to be fully recoverable.

n) Insurance contracts

Aninsurance contractis a contract under which insurance riskis transferred
to theissuer of the contract by another party. In the Roadside segment, the
Group acceptsinsurance risk from its customers under roadside recovery
service contracts by agreeing to provide services whose frequency and
costis uncertain. Claims and expenses arising from these contracts are
recognised in profit or loss as incurred. The Group also has insurance risk
withinthe insurance segment oninsurance products underwritten by

the Group.

Atthe balance sheet date, a liability adequacy test is performed to ensure
the adequacy of the insurance contract liabilities. In performing these
tests, current estimates of future cash outflows arising under insurance
contracts are considered and compared with the carrying amount of
deferred income, provision for unearned premiums and other insurance
contract liabilities. Any deficiency is immediately recognised in profit or
loss and an onerous contract provision is established.

The estimation of the ultimate liability from claims made under insurance
contracts for breakdown recovery is not considered to be one of the
Group’s most critical accounting estimates. This is because thereis a very
short period of time between the receipt of a claim, e.g. a breakdown, and
the settling of that claim. Consequently, there are no significant provisions
for unsettled claims costs in respect of the roadside assistance services.

The provision for outstanding claims relating to products with insurance
risk withininsurance underwriting is set on an individual claim basis and

is based on the ultimate cost of all claims notified but not settled, less
amounts already paid by the reporting date, together with a provision for
related claims handling costs. The provision also includes the estimated
cost of claims incurred but not reported at the statement of financial
position date (“IBNR”), which is set using statistical methods. Both
outstanding claims and IBNR are not discounted for the time value of
money. The amount of any anticipated reinsurance, salvage or subrogation
recoveries is separately identified and reported within trade and other
receivables and insurance contract liabilities respectively. Differences
between the provisions at the reporting date and settlements and provisions
in the following year are recognised in the income statement as they arise.

Reinsurance

The Group undertakes a programme of reinsurance in respect of the
policies in which it underwrites. Outward reinsurance premiums are
accounted forin the same accounting period as the related inward
insurance premiums and are included as a deduction from earned
premium, and therefore as a reduction in revenue. The amount of
any anticipated reinsurance recoveries is treated as areductionin
claims costs.

o) Exceptionalitems and adjusted earnings per share

Exceptional operating items are events or transactions that fall within
the operating activities of the Group and which by virtue of their size
orincidence have been disclosed in order to improve areader’s
understanding of the financial statements.

In addition, occasionally there are events or transactions that fall below
operating profit that are one-off in nature and items within operating profit
that relate to transactions that do not form part of the ongoing segment
performance and which by virtue of their size or incidence have been
separately disclosed in the financial statements.

Adjusted earnings per share adjusts profit after tax for items that are either
discontinued operations, one-offin nature or relate to transactions that do
not form part of the ongoing performance of the Group.
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1 Basis of preparation and accounting policies (continued)

1.3 Accounting policies (continued)

p) Financeincomeand costs

Finance costs comprise interest payable, finance charges on finance
leases recognised in profit or loss using the effective interest method,
amortisation of debtissue fees, unwinding of the discount on provisions
(including the net defined benefit obligations) and net foreign exchange
losses that are recognised in the income statement (see foreign currency
accounting policy).

Finance income comprises interest receivable on funds invested and net
foreign exchange gains.

Foreign currency gains and losses are reported on a net basis.

q) Taxation
Taxonthe profit or loss for the year comprises current and deferred tax.

Current tax is the expected tax payable or receivable on the taxable
income or loss for the year, using tax rates enacted or substantively
enacted at the balance sheet date, and any adjustment to tax payable in
respect of previous years.

Deferred taxis provided on temporary differences between the carrying
amounts of assets and liabilities for financial reporting purposes and the
amounts used for taxation purposes. The following temporary differences
are not provided for: the initial recognition of goodwill; the initial recognition
of assets or liabilities that affect neither accounting nor taxable profit other
thanin a business combination; and differences relating to investments

in subsidiaries to the extent that they will probably not reverse in the
foreseeable future. The amount of deferred tax provided is based on the
expected manner of realisation or settlement of the carrying amount of
assets and liabilities, using tax rates enacted or substantively enacted at
the balance sheet date.

A deferred tax assetis recognised only to the extent that itis probable
that future taxable profits will be available against which the temporary
difference can be utilised. The carrying amount of deferred tax assets is
reviewed at each balance sheet date and reduced to the extent thatitis
no longer probable that sufficient taxable profits will be available to allow
allor part of the asset to be recovered.

r) Segmentalanalysis

The Group reports its operations using the segments that are reported
for management purposes. Segments are based on business operations
because thisis where Group risk and returnis focused.

s) Share-based payments

The Group operates a number of equity settled, share-based payment
compensation plans for employees. The fair value of the equity settled
awards is measured at the grant date based on expectations of
performance conditions being met. The fair value of the awards is
recognised as an expense with a corresponding credit to reserves.

t) Discontinued operations and disposals

Adiscontinued operationis a component of the Group’s business,

the operations and cash flows of which can be clearly distinguished from
the rest of the Group and which:

> Represents a separate major line of business or geographical area
of operations;

>ls part of a single coordinated plan to dispose of a separate major line
of business or geographical area of operations; or

>Isasubsidiary acquired exclusively with a view to re-sale.

Classification as a discontinued operation occurs on disposal or when the
operation meets the criteria to be classified as held for sale, if earlier.

When an operationis classified as a discontinued operation, the comparative
statement of comprehensive income is represented as if the operation had
been discontinued from the start of the comparative year.

u) Criticalaccounting estimates and judgements

Estimates are evaluated continually and are based on historical experience
and other factors, including expectations of future events that are believed
to be reasonable under the circumstances. The Group makes estimates
and assumptions about the future. The resulting accounting estimates will,
by definition, seldom equal the related actual results.

Management have exercised judgement in applying the Group’s accounting
policies and in making critical estimates. The underlying assumptions on
which these judgements are based, are reviewed on an ongoing basis and
include the selection of assumptions in relation to the retirement benefit
obligation and assumptions for future growth of cash flows to support the
value-in-use calculations for the goodwillimpairment review.

The principal estimates and assumptions that have a risk of causing an
adjustment to the carrying amounts of assets and liabilities within the next
financial period are discussed below.

Retirement benefit obligation

The Group’s retirement benefit obligation, whichis actuarially assessed
each period, is based on key assumptions including return on plan assets,
discount rates, inflation, future salary and pension costs. These assumptions
may be different to the actual outcome.

Derivative financial Instruments

The fair value of derivative financialinstruments is determined by reference
to market values for similar financialinstruments. The Group is therefore
required to identify changes in market conditions around expectations for
interest rates. These assumptions may be different to the actual outcome.

Contingent consideration
The Group calculates contingent consideration based on the probability
weighted payout approach.

Goodwill

The Group tests goodwill forimpairment annually. The recoverable
amounts of cash generating units have been determined based on
value-in-use calculations which require the use of estimates.
Management has prepared discounted cash flows based on the latest
strategic plan.

Share-based payments

The Group hasissued a number of share-based payment awards to
employees during the year which are measured at fair value. This involves
estimates about the expected volatility of the share price and the number
of leavers over the vesting period.
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Notes to the Consolidated Financial Statements
continued

2 Segmentalinformation

Following the recent strategic announcement and reflecting the way that the Group will be managed going forwards, the Group has determined that
it has two key segments — Roadside and Insurance. Roadside incorporates the previous Roadside Assistance and Driving Services segments and
Insurance will combine Insurance Services and Insurance Underwriting. Head Office costs have been allocated to these two key segments as these
costsdirectly support the operations of these segments.

The Group has two reportable operating segments as follows:

>Roadside: This segment is the largest part of the AA business. The AA provides a nationwide service, sending patrols out to members stranded at the
side of the road, repairing their vehicles where possible and getting them back on their way quickly and safely. In addition this segment includes the
Group’s publishing and hotels business, the AA and BSM driving schools and DriveTech which provides driver training and educative programs.

>Insurance: This segment includes the insurance brokerage activities of the AA, primarily in arranging motor and home insurance for customers, its
home emergency activities and its intermediary financial services business. This segment also includes the insurance underwriting and reinsurance
activities of the AA.

2018 2017
£m £m
Revenue
Roadside 814 809
Insurance 145 131
Trading Revenue 959 940
Exceptional revenue provision (see note 21) 1 (7)
Group Revenue 960 933
Trading EBITDA
Roadside 320 337
Insurance 7 66
Trading EBITDA 391 403
Share-based payments (see note 34) (7) (12)
Pension service charge adjustment (10) (8)
Amortisation and depreciation (70) 67)
Operating profit before exceptionalitems 304 316
Exceptional operating items (see note 5) 3 (32)
Operating profit 307 284
Net finance costs (see notes 6 and 7) (166) (184)
Profitbefore tax from continuing operations 141 100

All segments operate principally in the UK. Turnover by destination is not materially different from turnover by origin.

Segment performance is primarily evaluated using the Group’s key performance measures of Trading Revenue and Trading EBITDA as well as operating
profit before exceptional costs.

Trading Revenue is revenue on a continuing basis adjusted for exceptionalitems. Trading EBITDA is profit after tax on a continuing basis as reported,
adjusted for depreciation, amortisation, exceptional operating items, share-based payments, pension service charge adjustments, net finance costs
and tax expense. This better reflects the Group’s underlying performance.

The pension service charge adjustment relates to the difference between the cash contributions to the pension scheme for ongoing contributions and
the calculated annual service costs.

Exceptionalitems, net finance costs and tax expense are not allocated to individual segments as they are managed on a group basis.

Segmentalinformationis not presented for items in the statement of financial position as management does not view this information on a segmental basis.



AA plc Annual Report and Accounts 2018

m

2 Segmentalinformation (continued)

The segmental analysis based on the previous segmental view is as follows:

2018 2017
£m £m
Revenue
Roadside Assistance 747 742
Insurance Services 133 131
Driving Services 67 67
Insurance Underwriting 12 -
Trading Revenue 959 940
Exceptional revenue provision (see note 21) 1 (7)
Group Revenue 960 933
Trading EBITDA
Roadside Assistance 345 365
Insurance Services 79 76
Driving Services 22 20
Insurance Underwriting 1 1
Head Office costs (56) (57)
Trading EBITDA 391 403
Reconciliation of new segmental analysis
Roadside Insurance
2018 2017 2018 2017
Revenge £m £m £m £m
Former segment presentation
Roadside Assistance 747 742 - -
Insurance Services - - 133 131
Driving Services 67 67 - -
Insurance Underwriting - - 12 -
Trading Revenue 814 809 145 131
Operating profit before exceptionalitems
Roadside Insurance
2018 2017 2018 2017
£m £m £m £m
Former segment presentafi-c;-r;
Roadside Assistance 345 365 - -
Insurance Services - - 79 76
Driving Services 22 20 - -
Insurance Underwriting - - 1 1
Head Office costs 47) 48) (9) 9
Trading EBITDA 320 337 v 66
Share-based payments (6) (10) (1) 2)
Pension service charge adjustment (8) (7) (2) O]
Amortisation and depreciation (63) (60) (7) (7)
Operating profit before exceptionalitems 243 260 61 56
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Notes to the Consolidated Financial Statements
continued

3 Discontinued operations

On 11 August 2016, the Group completed the sale of its Irish business. The entities sold were AA Ireland Limited and its subsidiary undertakings.
The Ireland business segment has therefore been reported as a discontinued operation as it represented a separate geographical area and the whole
of the Irish operation was disposed of in the prior year.

As part of the transaction, the AA Ireland pension scheme, which is closed to future accrual, was transferred to AA Corporation Limited, a UK subsidiary
of AA plc, and will continue to be the responsibility of the Group.

a) Results of discontinued operations

2017

£m

Revenue 23
Expenses (15)
Trading EBITDA 8
Depreciationand amortisation 1
Operating profit 7
Profit on disposal of discontinued operations 77
Profit before tax 84
Tax 4)
Profit for the year from discontinued operations 80

Taxincludes acharge of £iIminrelation to the trading results of the discontinued operation and a charge of £3m in relation to tax due on the licensing of
the brand to the Irish business segment.

No additional tax arose on the profit on disposal of the Irish business segment mainly due to the application of the substantial shareholding exemption.
The profit from the sale of the Ireland business segment consisted of the following:

2017

£m

Proceeds 133
Fees (©)]
Net assets (53)
Profit ondisposal of discontinued operations 77

Proceeds, net of fees were £130m and allowed £106m of the Senior Term Facility to be repaid on 31 August 2016. Under the terms of our borrowings,
we held back £24m from the net proceeds in ring-fenced available cash to be used for potential future acquisitions. The £24m was used to make a
partial repayment of the STF on 13 July 2017.

b) Netcash flows of discontinued operations

2017

£m

Operating cash flow 10

Investing cash flow 3)

Total cash flows 7
During the prior year, the following cash flows arose as a result of Group acquisitions and disposals:

2017

£m

Cash proceeds from sale of Irish business segment 133

Fees 3)

Net cash proceeds from sale of Irish business segment 130

Cash heldin Irish business at point of disposal (31)

Acquisitions and disposals, net of cash acquired or disposed of 99
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3 Discontinued operations (continued)

c) Netassets ofdiscontinued operations at point of disposal

2017
£m
Goodwill 26
Otherintangible assets 9
Property, plantand equipment 3
Trade and other receivables 25
Cashand cash equivalents 31
Trade and other payables (39)
Provisions - restructuring U]
Cumulative foreign exchange adjustmentinreserves (1)
Total 53
4 Operating profit
Operating profit from continuing operations is stated after charging:
2018 2017
£m £m
Amortisation of owned intangible assets 31 33
Depreciation of owned tangible fixed assets 14 12
Depreciation of leased tangible fixed assets 25 22
Operating lease rentals payable — land and buildings 3 4
5 Exceptionaloperatingitems
2018 2017
£m £m
Pension past service credit 34 -
Impairment of investment in joint venture (see note 14) (1) 1)
Duplicate breakdown cover 1 (7)
Impairment of goodwill (see note 26) (27) -
Other exceptional operating items 4) (24)
Total exceptional operatingitems 3 (32)

The Group has recognised a one-off pension past service credit of £34m as a result of the benefit changes implemented during the year (see note 25).
This comprised a £12m gain from closure of the Final Salary sections of the AAUK scheme, due to the assumed deferred pension revaluation being lower

than the assumed pensionable earnings increases, and a £22m gain from the change in pension indexation in the CARE section from RPI-based to

CPI-based, which is expected to be lower in the long term.

Exceptional revenue included £1m for duplicate breakdown cover release (2017: £7m provision). In addition, £nil (2017: £3m) was charged to
exceptional finance charges, bringing the total exceptionalamount for duplicate breakdown cover to £1m release (2017: £10m provision). See note 21

for further information.

Other exceptional operating costs include £24m relating to business transformation costs (2017: £14m), £1m gain on disposal of fixed assets (2017:

loss £3m), £2m for IT systems transformation (2017: £3m), £9m improvement in onerous properties position (2017: loss £1m), £6m gain on the disposal
of the home services book (2017: £nil), £7m credit for the reversal of share based payment charge relating to the former Executive Chairman (see note
34)(2017: £nil), £1m relating to the loss on disposal of the VVCR entities (2017: £nil) and £nil mainly relating to non-recurring costs for cost restructuring

activities (2017: £3m).

Costs from the current year refinancing in July 2017 and the prior period refinancing in December 2016 were directly attributable to the issue and

repayment of loan notes and have therefore been included either in finance costs or in borrowings as debt issue fees (see notes 6 and 20).
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Notes to the Consolidated Financial Statements
continued

6 Financecosts

2018 2017

£m £m

Interest on external borrowings (132) 147)
Finance charges payable under finance leases (6) 8)
Totalongoing cash finance costs (138) (155)
Ongoing amortisation of debtissue fees (10) (5)
Net finance expense on defined benefit pension schemes (10) (10)
Totalongoing non-cash finance costs (20) (15)
Debt repayment premium and penalties (10) 2
Transfer from cash flow hedge reserve for extinguishment of cash flow hedge 2 6)
Debtissue feesimmediately written off following repayment of borrowings (see note 20) (1) 4)
Duplicate breakdown cover - interest on refunds (see note 21) - 3
Exceptionalfinance costs (9) (15)
Total finance costs (167) (185)

Within interest on external borrowings is £7m (2017: £10m) of interest charged on the Senior Term Facility and £9m (2017: £8m) charged in relation to

the interest rate swaps used to hedge the variable element of the Senior Term Facility (see note 20).

During the year, the Group repaid Class Al notes of £175m (2017: £300m) and Class A4 notes of £55m (2017: £195m). As a result, the Group incurred an
early repayment penalty of £10m (2017: £nil). As part of the refinancing during the prior year, the Group incurred a £2m premium cost in relation to the

repayment of £165m of the Class B2 notes (see note 20). This premium was written off in the income statement.

During the year, there were £1m (2017: £4m) of amortised debt issue fees immediately written off following the refinancing.

During the year, the Group repaid £98m of the Senior Term Facility (2017: £106m) and made a non-cash adjustment to the cash flow hedge reserve of
£2m. Inthe prior year, the Group transferred the fair value of the cash flow hedges related to the £106m repayment of the Senior Term Facility of £6m

from other comprehensive income to the income statement.

7 Financeincome

2018 2017
£m £m
Interest receivable 1 1
Totalfinanceincome 1 1
8 Staffcosts
2018 2017
£m £m
Wages and salaries 245 251
Social security costs 26 25
Retirement benefit costs 33 29
Share-based payments expense 7 12
31 317
The pension past service credit of £34m (2017: £nil) is excluded from retirement benefit costs above, see note 25.
The average monthly number of persons employed under contracts of service during the year was:
2018 2017
Operational 6,028 6,266
Management and administration 1,193 1,188
7,221 7454
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9 Tax
The major components of the income tax expense are:
2018 2017
£m £m
Consolidated income statement
Currentincome tax
Currentincome tax charge 23 21
Adjustmentsin respect of previous years - (1)
23 20
Deferred tax
Effect of tax rate change on opening balances (1) 2
Origination and reversal of temporary differences 9 2
Adjustmentsin respect of prior years (1) 2
7 6
Tax expensein theincome statement 30 26
2018 2017
£m £m
Consolidated statement of comprehensiveincome
Tax onthe effective portion of changes in fair value of cash flow hedges 3 1
Tax onremeasurements of defined benefit pension liability 21 (17)
Income tax charged/(credited) directly to other comprehensiveincome 24 (16)
Reconciliation of tax expense to profit before tax multiplied by UK’s corporation tax rate:
2018 2017
£m £m
Profit before tax from continuing operations 141 100
Tax at rate 0f 19.1% (2017: 20.0%) 27 20
Adjustments relating to prior years (1) 1
Rate change adjustment on temporary differences (1) 2
Expenses not deductible for tax purposes:
- Share-based payments (1) 2
- Impairment of goodwiill 5 -
- Other non-deductible expenses/non-taxed income 1 1
Income tax expense reported inthe consolidated income statement at effective rate of 19.1% (2017: 22.0%) 30 26

In addition to the tax expense disclosed above, a charge of £nil (2017: £4m) has arisen on discontinued operations (see note 3).

The effective rate has been calculated by excluding the rate change adjustment that has arisen as a result of the future reduction in corporation tax rates
affecting the carrying value of the deferred tax balances, the impact of share-based payments and the impairment of goodwill.

Deferred tax by type of temporary difference

Consolidated statement of Consolidated
financial position income statement

2018 2017 2018 2017

£m £m £m £m

Accelerated depreciation for tax purposes 8 8 - 1
Revaluations of land and buildings to fair value (1) 1 - -
Rollover relief (2) 2) - -
Pension 6 32 5 -
Revaluation of cash flow hedges 2 4 (1) -
Short-term temporary differences 6 7 1 2
Losses available for offsetting against future taxable income 12 14 2 3
Deferred tax expense 7 6

Net deferred taxassets 31 62
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9 Tax(continued)

Reconciliation of net deferred tax assets

2018 2017

£m £m

At1February 62 52
Tax expense recognised in the income statement (7) 6)
Tax (expense)/credit recognised in OCI (24) 16
At 31January 31 62

The Group offsets tax assets and liabilities if and only if it has a legally enforceable right to set off current tax assets and current tax liabilities and the
deferred tax assets and deferred tax liabilities relate to income taxes levied by the same tax authority.

The UK corporation tax rate will reduce from 19% to 17% on 1 April 2020. These rates have been substantively enacted at the balance sheet date and
have therefore been included in the deferred tax calculations.

Deferred tax has been recognised at an overall rate of 17.3% for the UK at 31 January 2018 (2017:17.2%) and 12.5% for Ireland as at 31 January 2017.
The UK rate has been adjusted to reflect the expected reversal profile of the Group’s temporary differences.

The Group has brought forward tax losses which arose in the UK of £66m (2017: £76m) that are available indefinitely for offsetting against future taxable
profits of the companies in which the losses arose. A deferred tax asset has been recognised in respect of these losses.

The new corporate interest restriction legislation was introduced with effect from 1 April 2017. As the majority of the Group activity is taxed within the UK
these restrictions have not had a significantimpact on the deductibility of the Group’s interest. The residualinterest disallowance has not resulted ina
materialincrease in the tax charge above.

10 Earnings pershare

Basic earnings per share amounts are calculated by dividing net profit for the year attributable to ordinary shareholders by the weighted average
number of ordinary shares outstanding during the year.

2018 2017
Basic earnings per share:
Profit after tax from total operations (Em) m 154
Weighted average number of shares outstanding (millions) 610 609
Basic earnings per share from total operations (pence) 18.2 25.3
2018 2017
Basic earnings per share:
Profit after tax from continuing operations (Em) m 74
Weighted average number of shares outstanding (millions) 610 609
Basic earnings per share from continuing operations (pence) 18.2 12.2
2018 2017
Basic earnings per share:
Profit after tax from discontinued operations (Em) - 80
Weighted average number of shares outstanding (millions) - 609
Basic earnings per share from discontinued operations (pence) - 13.1

For diluted earnings per share, the weighted average number of ordinary shares is adjusted to assume conversion of all potential dilutive ordinary shares.

Underthe Group’s share incentive plan, shares are purchased monthly at market value and are therefore not dilutive. In addition, matching shares are
issued monthly and placed into the employee benefit trust and are therefore not dilutive. As at 31 January 2018, there are no outstanding shares to be
issued under these schemes that are potentially dilutive.

The Group has another class of potential dilutive ordinary shares relating to the MVP shares (see note 34). However, as at 31 January 2018, based on
average market value of an ordinary share for the year, these are unlikely to vest and so were not dilutive.

There are no further classes of share that are dilutive as at 31 January 2018.

2018 2017
Weighted average number of ordinary shares in issue (millions) 610 609
Potentially dilutive shares (millions) - -
Weighted average number of diluted ordinary shares (millions) 610 609
Diluted earnings per share from total operations (pence) 18.2 25.3
Diluted earnings per share from continuing operations (pence) 18.2 12.2

Diluted earnings per share from discontinued operations (pence) - 13.1
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10 Earnings per share (continued)

Adjusted earnings per share adjusts profit after tax for items that are either discontinued operations, one-off in nature or relate to transactions that do
not form part of the ongoing performance of the Group.

2018 2017
Profit after tax from continuing operations as reported (Em) M 74
Adjusted for:
Operating exceptionalitems (Em) 3) 32
Share-based payment (Em) 7 12
Pension service charge adjustment (Em) 10 8
Exceptional finance costs (see note 6) (Em) 9 15
Tax expense (Em) 30 26
Adjusted profit before tax (Em) 164 167
Tax at the effective rate 0f 19.1% (2017: 22.0%) (Em) (31) (37)
Adjusted profit after tax (Em) 133 130
Weighted average number of shares outstanding (millions) 610 609
Adjusted basic earnings per share (pence) 21.8 21.3
Weighted average number of diluted ordinary shares (millions) 610 609
Adjusted diluted earnings per share (pence) 21.8 21.3
11 Goodwilland otherintangible assets
Goodwill Software Total
£m £m £m
Cost
At1February 2016 1,199 191 1,390
Additions - 56 56
Disposals - (30) (30)
Disposed with sale of subsidiary (26) (14) 40)
At 31January 2017 1,173 203 1,376
Additions 25 51 76
Disposals (1) - 1
At 31January 2018 1,197 254 1,451
Amortisation and impairment
At1February 2016 - 92 92
Amortisation - 33 33
Amortisation within discontinued operations - 1 1
Disposals - (29) (29)
Disposed with sale of subsidiary - (5) 5)
Exchange differences - 1 1
At 31January 2017 - 93 93
Amortisation - 31 31
Impairment 27 - 27
At 31January 2018 27 124 151
Netbookvalue
At 31January 2018 1,170 130 1,300
At 31January 2017 1,173 10 1,283

Within software, £32m (2017: £53m) relates to assets under construction which are not amortised.
Software additions comprise £12m (2017: £12m)in relation to internally developed assets and £39m (2017: £44m)in relation to separately acquired assets.

Goodwill additions of £25m (2017: £nil) relate to future growth prospects following the acquisition of Used Car Sites Limited (trading as AA Cars).
Goodwilldisposals relate to the Group’s Dutch VVCR driver training businesses, which were subsequently disposed of.
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12 Business combinations

Acquisitions during the year ended 31January 2018

On10ctober 2017 the Group assumed control of Used Car Sites Limited (trading as AA Cars), a used car sales platform for a provisional consideration of
£26m. At the point of acquisition Used Car Sites Limited had receivables of £1.8m, cash of £1.8m and payables of £2.4m. Used Car Sites Limited made a
profit before tax of £nil for the year to 30 September 2017 and a profit before tax of £1m for the period 10ctober 2017 to 31 January 2018.

On1March 2018 the Group completed the purchase of the entire share capital of Used Car Sites Limited. A payment of £12m was made to the former
owners and £3m was paid into an escrow account and is payable to the former owners subject to certain conditions being met. These transactions
cleared the balance of deferred consideration due within 1year. This transaction left a remaining balance of £11m provisional deferred consideration
whichis due in more than one year based on the probability weighted payout approach. The range of potential contingent consideration is £nil-£21m.
The assessment of goodwill arising on acquisition includes deferred consideration. The fair value attributed to the contingent deferred consideration
is provisional as at 31 January 2018.

Acquisitions during the year ended 31January 2017
There were no acquisitions during the year ended 31January 2017.

13 Property, plantand equipment

Freehold LongLeasehold Plant &
Land & Buildings  Land & Buildings Vehicles equipment Total
£m £m £m £m £m

Cost
At1February 2016 24 10 89 125 248
Additions - - 50 14 64
Disposals - - (36) 42 (78)
Disposed with sale of subsidiary - 3) ©) 8) 17)
Exchange differences - - 1 1 2
At 31January 2017 24 7 98 90 219
Additions - - 40 14 54
Disposals - - (34) - (34)
At 31January 2018 24 7 104 104 239
Depreciation and impairment
At1February 2016 7 4 22 93 126
Charge for the year - 1 23 10 34
Disposals - - (16) 44) (60)
Disposed with sale of subsidiary - 2) 4 8) (14)
Exchange differences - - 1 1 2
At 31January 2017 7 3 26 52 88
Charge for the year 1 1 25 12 39
Disposals - - (15) - (15)
At 31January 2018 8 4 36 64 112
Netbookvalue
At 31January 2018 16 3 68 40 127
At 31January 2017 17 4 72 38 131

The net book amount of vehicles includes £68m (2017: £72m) held under finance lease agreements. The accumulated depreciation on these assets s
£36m (2017: £26m).

The net book amount of other assets includes £nil (2017: £nil) in respect of plant and machinery held under finance lease agreements. The accumulated
depreciation on these assetsis £8m (2017: £8m).

Within plant and equipment £9m (2017: £4m) relates to assets under construction which are not depreciated.
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14 Investmentsin joint ventures and associates

2018 2017
Joint Joint
ventures Associates Total ventures  Associates Total
£m £m £m £m £m Em
At1February 6 4 10 6 4 10
Additions - - - 1 1 2
Disposals - - - - 1) M
Share of profits 1) - 1) - 1 1
Dividend received - - - - 1) (1)
Impairment 1) - (1) (1) - (1)
At 31January 4 4 8 6 4 10
Thejoint ventures of the Group which are indirectly held are detailed below.
ggmpany Country of registration Nature of business
AA Law Limited (49% interest held)' England Insurance services
TVS Auto Assist (India) Limited (49% interest held)? India Roadside services
Intelematics Europe Limited (32% interest held)® England Roadside services
1 The Group exercises joint controlover AA Law Limited through its equal representation on the Board.
2 The Group exercises joint controlover TVS Auto Assist (India) Limited through its jointinfluence over key decision making.
3 The Group exercises joint control over Intelematics Europe Limited throughits joint influence over key decision making.
The associates of the Group which are indirectly held are listed below.
ggtwjpany Country of registration Nature of business
ARC Europe SA (20% interest held) Belgium Roadside services

During the prior year, the Group sold its interest in the shares of ACTA Assistance SAto ARC Europe SA. The other parties owning shares in ACTA

Assistance SA and ARC Europe SA also sold their interestin ACTA Assistance for shares in ARC Europe so that the overallinterest held in ARC Europe

remained the same for each party. The Group also received a dividend from ACTA Assistance during the prior year of £1m.

During the year the Group’s investment in TVS Auto Assist (India) Limited was impaired by £1m. On 30 March 2018, the Group sold its investment in this

joint venture, see note 36.

15 Inventories

2018 2017
£m £m
Finished goods 7 6
7 6
16 Tradeand otherreceivables
2018 2017
£m £m
Current
Tradereceivables 137 141
Deferred consideration 3 -
Prepayments and accruedincome 33 22
Reinsurers’ share of insurance liabilities (see note 22) 24 28
Otherreceivables 4 4
201 195
Non-current
Deferred consideration 3 -

Included in trade receivables are amounts of £75m (2017: £70m) relating to amounts due from insurance broking customers.

Reinsurers’ share of insurance liability comprises £5m (2017: £15m) unearned reinsurance premiums and £19m (2017: £13m) reinsurance claims outstanding.

Non-current receivables of £3m (2017: £nil) relate to deferred consideration following the disposal of the consumer home services business.
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17 Cashandcashequivalents

2018 2017

£m £m

Ring-fenced cash at bank and in hand - available 42 128
Ring-fenced cash at bank and in hand - restricted 8 8
Non ring-fenced cash at bank and in hand - available 79 60
Nonring-fenced cash at bank and in hand - restricted 21 15
150 21

Ring-fenced cash and cash equivalents relate to cash held by AA Intermediate Co Limited and its subsidiaries. Dividends can only be paid to AA plc
when certain debt to EBITDA and cash flow criteria are met.

Cashatbankandinhandincludes £29m (2017: £23m) held by and on behalf of the Group’s insurance businesses which are subject to contractual or
regulatory restrictions.

18 Tradeand other payables

2018 2017
£m £m
Current
Trade payables 103 97
Othertaxes and social security costs 18 27
Accruals 54 57
Deferredincome 236 241
Deferred consideration 15 -
Provision for unearned premiums in Insurance Underwriting (see note 22) 14 18
Other payables 40 33
Obligations under finance lease agreements (see note 29) 48 47
528 520
Non-current
Deferred consideration 11 -

Included in trade payables are amounts of £66m (2017: £82m) relating to amounts due to underwriters in respect of insurance broking activities.

Currentand non-current deferred consideration relates to the acquisition of Used Car Sites Limited, see notes 12 and 36.

19 Borrowingsand loans

2018 2017

£m £m

Borrowings (see note 20) 2,727 2,799
Interest rate swap used for hedging (see note 27) 9 20
2,736 2,819

Theinterest rate swap liability is shown on a net basis as the liability is settled with each counterparty on a net basis. On a gross basis, the assetis £8m
(2017: £19m) and the liability is £17m (2017: £39m).

20 Borrowings

Totalat Totalat

Amortised  31January  31January

Principal  Issuecosts issuecosts 2018 2017
Expected rna_aw_r_ity date Interest rate £m £m £m £m Em

Senior Term Facility 31July 2021 5.71% 250 (G 3 249 347
Class Alnotes 31July 2018 - - - - - 175
Class A2 notes 31July 2025 6.27% 500 M 1 500 499
Class A3 notes 31July 2020 4.25% 500 3 2 499 499
Class A4 notes 31July 2019 - - - - - 55
Class A5 notes 31January 2022 2.88% 700 (37) 8 671 664
Class A6 notes 31July 2023 2.75% 250 4 - 246 -
Class B2 notes 31July 2022 5.50% 570 (16) 8 562 560

4.52% 2,770 (65) 22 2,727 2,799
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20 Borrowings (continued)

At 31January 2018, the Senior Term Facility carried interest at a rate of LIBOR plus a margin of 1.75%. The variable element has been fully hedged using
matching interest rate swap arrangements which fix LIBOR at 3.96% until 31July 2018, then 6.67% until 31January 2019. All other borrowings have fixed
interest rates. The weighted average interest rate for all borrowings of 4.52% has been calculated using the effective interest rate and carrying values on
31January 2018. The net decrease of £72min the carrying amount during the current year consists of £328m for repayment of loan notes and £250m
issue of loan notes (see table below) and a £6m change in unamortised issue costs.

A summary of the Group’s financing transactions is shown below:

Issue/

Asat repaymentdate  Asat31January

1February 13 July 2018

2017 2017 £m

Senior Term Facility 348 (98) 250
Class Al Notes 175 (175) -
Class A2 notes 500 - 500
Class A3 notes 500 - 500
Class A4 notes 55 (55) -
Class A5 notes 700 - 700
Class A6 notes - 250 250
Class B2 notes 570 - 570
TotalEm 2,848 (78) 2,770

In order to show the Group’s net borrowing, the notes and the issue costs have been offset. Issue costs are shown net of any premium on the issue of
borrowings. Interest rate swaps are recognised in the Consolidated Statement of Financial Position at fair value at the year end.

All of the Class A notes and Senior Term Facility are secured by first ranking security in respect of the undertakings and assets of AA Intermediate
Co Limited and its subsidiaries. The Class A facility security over the AA Intermediate Co Limited group’s assets ranks ahead of the Class B2 notes.
The Class B2 notes have first ranking security over the assets of the immediate parent undertaking of the AA Intermediate Co Limited group, AA Mid
Co Limited. AA Mid Co Limited group can only pay a dividend when certain net debt to EBITDA and cash flow criteria are met.

The Class B2 notes have an initial period to 31July 2018 when any voluntary repayment would incur a make-whole payment and incur all remaining interest
dueto 31July 2018. After this period, there is a further two year period when any voluntary repayment would be made at a fixed premium based on the
date of redemption. Any voluntary early repayments of the Class A notes would incur a make-whole payment of all interest due to expected maturity date,
except the Class A5 and Class A6 notes which can be settled without penalty within 3 months and 2 months respectively of the expected maturity date.

0On13July 2017, the Group issued £250m of Class A6 notes at an interest rate of 2.75%. £4m of costs associated with the issue of the A6 notes were
capitalised. This consisted of £1m of premium and £3m of new issue fees.

From the proceeds of the A6 notes, the Group repaid the remaining £175m of Al notes incurring an interest penalty of £7m and £55m of A4 notes
incurring aninterest penalty of £3m. In line with the Group accounting policy, this was accounted for as an extinguishment of debt and therefore issue
costs associated with the Aland A4 notes have been written off but totalled under £1m.

Following the sale of the Irish business during the prior year (see note 3), we held back £24m from the net proceeds in ring-fenced available cash to

be used for potential future acquisitions or repayment of debt. On 13 July 2017 the £24m was used as part of a repayment of £98m of the Senior Term
Facility. This was treated as an extinguishment of debt and therefore the issue costs of just under £1m associated with the repayment were written off.
The balance of the STF was renegotiated and its maturity extended to 31July 2021. This was treated as a modification and therefore the fees associated
with this, which were under £1m, were capitalised.

Onthe 13 July 2017 the working capital facility was reduced from £150m to £75m. The fees associated with this were under £1m and were written off.

In order to comply with the requirements of the Class A notes, we are required to maintain the Class A free cash flow to debt service ratio in excess of
1.35xand the senior leverage ratio below 5.5x. The Class B2 notes require us to maintain the Class B2 free cash flow to debt service ratio in excess of 1x.

The Class A and Class B2 notes therefore place restrictions on the Group’s ability to upstream cash from the key trading companies to pay external
dividends and finance activities unconstrained by the restrictions embedded in the debts.

The Class A notes only permit the release of cash providing the senior leverage ratio after paymentis less than 5.5x and providing there is sufficient
excess cash flow to cover the payment. The Class B2 notes only permit the release of cash providing the fixed charge cover ratio after paymentis more
than 2:1and providing that the aggregate payments do not exceed 50% of the accumulated consolidated netincome.
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21 Provisions and contingent liabilities

Duplicate

Property breakdown
Leases Restructuring Other cover Total
£m £m £m £m £m
At1February 2016 13 1 1 - 15
Utilised during the year M 1 M - )
Transfer to discontinued operations - 1) - - 1)
Charge for the year 5 4 - 10 19
At 31January 2017 17 3 - 10 30
Utilised during the year 2) (2) - (8) (12)
Released during the year (9) (1) - 1) (1)
Charge for the year - 10 - - 10
At 31January 2018 6 10 - 1 17
Current 2 10 - 1 13
Non-current 4 - - - 4
At 31January 2018 6 10 - 1 17
Current 6 3 - 10 19
Non-current 1 - - - 1
At 31January 2017 17 3 - 10 30

The property leases provision primarily relates to dilapidations. These sums are mainly expected to be paid out over the next 11 years, however, it will
take 36 years to fully pay out allamounts provided for. The provision has been calculated on a pre-tax discounted basis. On 23 March 2018 the Group
signed a settlement agreement to exit from the onerous Halfords service centres lease contracts, agreeing a final settlement of £2m.

The restructuring provision relates to redundancy and other related costs following the restructuring of operations in the current and prior periods.
Other provisions primarily comprised a provision for an onerous contract which was utilised in the previous financial year.

Inthe previous financial year, we became aware that there was some duplication of roadside assistance cover taken by a limited number of business-to-
business customers who were personal members and held AVAs (Added Value Accounts) with our banking partners. We proposed a programme of
remediation for them which has the support of the regulatory authority. While some were unaware that they had duplicate cover, others chose to maintain
this to receive the benefits of membership. Through the review of data for the new Customer Relationship Management systems, we identified a group
of customers for whom the benefit of holding both forms of cover was not clear. We proposed a programme of remediation for them which has the
support of the regulatory authority. We provided a total of £10m for our estimate of the refunds due of which £7m was expected to relate to premiums
previously paid for breakdown cover and £3m for interest payable on those premiums. During the period £5m has been paid out relating to premiums
and £3m relating to interest, £1m has been released and we expect to pay out the remaining amount during the next financial year.

On7March 2018, the Group received notification that former Executive Chairman, Bob Mackenzie, who was dismissed for gross misconduct on1August
2017, had on 6 March 2018 issued a Claim Form in the High Court, Chancery Division against AA plc, its subsidiary Automobile Association Developments
Limited and personally against a number of their directors and the Company Secretary. The Claim Form seeks a permanent injunction to retain his MVP
shares and up to £225m in damages. As this litigation is active at the date of signing these financial statements, the Board have considered any potential
financialimpact. The Group has not made a provision for these amounts as the Group expects to be successfulin rigorously defending these claims.
However, the Group willincur legal costs of approximately £1m to defend these claims during the next two financial years which it would seek to recover
from Bob Mackenzie when the litigation concludes.

22 Insurance Underwriting

Reconciliationto segmental result

2018 2017

£m £m

Gross earned premium 38 10
Reinsurance earned premium (28) (7)
Net earned premium 10 3
Deferral of broker commission 1) )
Otherincome 3 -

Insurance Underwriting revenue (see note 2) 12 -
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22 Insurance Underwriting (continued)

2018 2017
£m £m
Gross claimsincurred (34) (16)
Less reinsurance recoveries 22 14
Net claims paid (12) 2)
Administrative costs 3 2)
Deferral of broker acquisition costs (2) 3
Insurance Underwriting costs (11) (M
Reconciliation of movements in the provision for unearned premiums
2018 2017
£m £m
Gross unearned premiums at 1February 18 -
Less: unearned reinsurance premiums (15) -
Netunearned premiums at1February 3 -
Gross premiums written 34 28
Less: outward reinsurance premium (18) (22)
Net premiums written 16 6
Gross premiums earned (38) (10)
Less: reinsurance premium earned 28 7
Net premiums earned (10) 3
Gross unearned premiums at 31January (see note 18) 14 18
Less: unearned reinsurance premiums (see note 16) (5) (15)
Net unearned premiums at 31January 9 3
Reconciliation of movements in claims outstanding
2018 2017
£m £m
Gross claims outstanding at 1 February 16 4
Less: reinsurance claims outstanding (13) 1
Net claims outstanding at1February 3 3
Gross claimsincurred 34 16
Less: reinsurance recoveries (22) (14)
Net claims incurred 12 2
Gross claims paid (26) 4
Less: received fromreinsurance 16 2
Net claims paid (10) (2)
Gross claims outstanding at 31January (see below) 24 16
Less: reinsurance claims outstanding (see note 16) (19) (13)
Net claims outstanding at 31January 5 3
Insurance technical provisions
2018 2017
£m £m
Outstanding claims provisions 18 10
Othertechnical provisions - provisions for incurred but not reported claims 6 6
24 16

Provision is made for the estimated cost of claims incurred but not settled at the balance sheet date, including the cost of claims incurred but not yet

reported. The estimated cost of claims includes expenses to be incurred in settling claims.
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23 Share capital
2018 2017
£m £m
Allotted, called up and fully paid
610,807,568 (2017:609,461,827) ordinary shares of £0.001each 1 1
1 1
The voting rights of the holders of all ordinary shares are the same and all ordinary shares rank pari passu on a winding up.
Allmovement in the number of shares relates to the issue of matching shares in relation to the staff share incentive plans (see note 34).
The MVP sharesinissue were as follows:
2018 2017
£000 £000
Allotted, called up and fully paid
20,000,000 (2017:20,000,000) MVP A shares of £0.001each 20 20
20,000,000 (2017:20,000,000) MVP B shares of £0.001each 20 20
20,000,000 (2017:20,000,000) MVP C shares of £0.001each 20 20
60 60

The MVP shares have no voting rights. There are 8 million authorised shares in each of the following MVP share classes: Al, Bland C1. There are

12 million authorised shares in each of the following MVP share classes: A2, B2 and C2. Intotal, there are 60 million authorised MVP shares. See also

note 34.

24 Reserves

Currency Cash flow
Share Own translation hedge Retained
premium shares reserve reserve earnings Total
£m £m £m £m £m Em

At1February 2016 399 (22) (M (10) (2,323) (1,957)
Retained profit for the year - - - - 154 154
Dividends paid - - - - (55) (55)
Purchase of own shares by the Employee Benefit Trust - 4) - - - 4)
Issue of shares 4 - - - - 4
Share-based payments (see note 34) - - - - 12 12
Other comprehensiveincome:
Exchange differences on translation of foreign operations - - 2 - - 2
Remeasurement losses on defined benefit schemes (note 25) - - - - (99) (99)
Tax effect of remeasurement losses on defined benefit schemes (note 9) - - - - 17 17
Effective portion of changes in fair value of cash flow hedges - - - 13 - 13
Tax effect of effective portion of changes in fair value of cash flow hedges
(note 9) - - - 1 - (1)
At 31January 2017 403 (26) 1 2 (2,294) (1,914)
Retained profit for the year - - - - m m
Dividends paid - - - - (56) (56)
Purchase of own shares by the Employee Benefit Trust - 3 - - - 3)
Issue of shares 3 - - - - 3
Otherreserves - - - 2) 2 -
Other comprehensiveincome:
Exchange differences on translation of foreign operations - - (1) - - 1)
Remeasurement gains on defined benefit schemes (note 25) - - - - 120 120
Tax effect of remeasurement gains on defined benefit schemes (note 9) - - - - (21) (21)
Effective portion of changes in fair value of cash flow hedges - - - 8 - 8
Tax effect of effective portion of changes in fair value of cash flow hedges
(note 9) - - - ) - (©)]
At 31January 2018 406 (29) - 5 (2,138) (1,756)
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24 Reserves (continued)

Currency translationreserve
The translation reserve comprises foreign exchange differences arising from the translation of the financial statements of foreign operations, as well as
from the translation of liabilities that hedge the Group’s net investment in a foreign subsidiary.

Cash flow hedgereserve
The cash flow hedge reserve comprises the effective portion of the cumulative net change in the fair value of cash flow hedging instruments related to
hedged transactions that have not yet occurred.

Dividends

Inthe year ended 31January 2018, total dividends of 9.3p (2017: 9.1p) per qualifying ordinary share were paid. Dividends are paid from the unconsolidated
distributable reserves of AA plc. As at 31 January 2018, the Company had distributable reserves of £531m (2017: £512m). In February 2018, the Directors
proposed a final dividend of 1.4 pence per ordinary share (2017: 5.7p), representing total dividend payments of £30m for the 2018 financial year

(2017: £57m). Subject to approval by shareholders at the AGM on 7 June 2018, the dividend will be paid on 12 June 2018 and will be accounted for as

an appropriation of retained earnings in the 2019 financial year.

25 Pensions

The Group operates two funded defined benefit pension schemes: the AA UK Pension Scheme (AAUK) and the AA Ireland Pension Scheme (AAI).

The assets of the schemes are held separately from those of the Group inindependently administered funds. The AAUK scheme has closed final salary
sections and a Career Average Revalued Earnings (CARE) section which provides for benefits to accrue on an average salary basis. Since 2004, new
entrants to the AAUK scheme accrue benefits in the CARE section but the AAUK scheme was closed to new entrants from 1October 2016. On1July
2017, accrual ceased under the final salary sections and members were moved to the CARE section for future accrual of benefits. In addition, pension
indexation in the CARE section will now be based on CPlinflation, rather than RPlinflation, from April 2018 onwards. The AAl scheme is closed to new
entrants and future accrual of benefits. During the prior year, following the sale of the Irish business by the Group (see note 3), AA Corporation Limited,
a UK subsidiary of the Group, became the sponsor of the AAl scheme. The Group also operates an unfunded post-retirement Private Medical Plan
(AAPMP), whichis treated as a defined benefit scheme and is not open to new entrants.

The AAUK scheme is governed by a corporate trustee whose board is currently composed of member-nominated and company-nominated directors.
The AAl scheme is governed by a corporate trustee whose board is currently composed of company-nominated directors of which some are also
members of the scheme. For both pension schemes the company-nominated directors include anindependent director whom the trustee board
directors have nominated as Chairman. The Trustee of each scheme is responsible for paying members’ benefits and for investing scheme assets,
which are legally separate from the Group.

The AAUK and AAIl schemes are subject to full actuarial valuations every three years using assumptions agreed between the Trustee of each scheme
and the Group. The purpose of this valuation is to design a funding plan to ensure that the pension scheme has sufficient assets available to meet the
future payment of benefits to scheme members.

The valuation of liabilities for funding purposes differs to the valuation for accounting purposes, mainly due to the different assumptions used and
changes in market conditions between different valuation dates. For funding valuation purposes the assumptions used to value the liabilities are agreed
between the Trustee and Group with the discount rate, for example, being based on a bond yield plus a margin based on the assumed rate of return

on scheme assets. Foraccounting valuation purposes the assumptions used to value the liabilities are determined in accordance with IAS19 with the
discount rate, for example, being based on high quality (AA rated) corporate bonds.

The valuations have been based on a full assessment of the liabilities of the schemes which have been updated where appropriate to 31 January 2018
by independent qualified actuaries.

The amounts recognised in the balance sheet are as follows:

Asat31January 2018

AAUK AAI AAPMP Total

______ £m £m £m £m
Present value of the defined benefit obligation in respect of pension plans (2,491) (50) (45) (2,586)
Fair value of plan assets 2,303 43 - 2,346
Deficit (188) () (45) (240)
Asat 31January 2017

AAUK AAI AAPMP Total

______ £m £m £m £m
Present value of the defined benefit obligation in respect of pension plans (2,515) (53) (59) (2,627)
Fair value of plan assets 2,190 42 - 2,232

Deficit (325) (1) (59) (395)
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25 Pensions (continued)

The decrease in the deficit is due to the strong performance of plan assets, falling long-term inflationary expectations, changes in the demographic
assumptions (reflecting the latest outlook for mortality rates), the past service creditin respect of the closure of the final salary sections and change to
CPI-linked pension indexation for the CARE section within the AAUK scheme and Group contributions paid into the schemes. This was partially offset
by falling discount rates over the period.

In June 2017, the Group completed the AAUK scheme triennial valuation as at 31 March 2016 agreeing a funding deficit of £E366m with the pension
trustees. The Group has committed to paying an additional £8m per annum from July 2017 to March 2019, £11m per annum from April 2019 to March
2021, upliftedin line with RPI from1April 2020 and £13m per annum from April 2021to June 2026 uplifted in line with RPI from 1April 2022 annually.
In November 2013, the Group implemented an asset backed funding scheme which remains in place. The asset backed funding scheme provides a
long-term deficit reduction plan where the Group makes an annual deficit reduction contribution of £13mincreasing annually with inflation, until
October 2038, secured on the Group’s brands. The next triennial valuation of the AAUK scheme will take place as at 31 March 2019.

Using aninflation assumption of 3.1% and a discount rate assumption of 2.5%, the present value of the future deficit reduction contributions has been
calculated. Based on these assumptions, the Group expects the present value of deficit reduction contributions to exceed the IAS 19 deficit. The Group
notes that, in the event that a surplus emerges, it would have an unconditional right to a refund of the surplus assuming the gradual settlement of AAUK
scheme liabilities over time untilallmembers have left the scheme.

The Group has recognised a one-off past service credit of £34m as a result of the benefit changes described above. This comprised a £12m gain from
closure of the Final Salary sections of the AAUK scheme, due to the assumed deferred pension revaluation being lower than the assumed pensionable
earningsincreases, and a £22m gain from the change in pension indexation in the CARE section from RPI-based to CPI-based, which is expected to be
lowerinthelongterm.

The last triennial valuation for the AAl scheme was as at 31 December 2016, the result of which was an increase in the going concern deficit with the
contribution level remaining the same. The Group made deficit reduction contributions of c. £2min the year ended 31January 2018 and will continue to
make annual deficit reduction contributions, increasing with inflation, until December 2023 or untilan alternative agreement is signed with the trustees.
The next triennial valuation of the AAl scheme will take place as at 31 December 2019.

Intotal, the Groupis currently committed to pay c£22m in ongoing employer contributions and c£24m in deficit reduction employer contributions to
its defined benefit plans (AAUK and AAl) in the year ending 31January 2019.

In November 2017, the Group completed a fullaccounting valuation of the AAPMP with a valuation date of 31January 2017. This updated the previous
fullaccounting valuation of the AAPMP that was performed as at 31January 2013 and was projected forward to relevant reporting dates.

The 31January 2017 fullaccounting valuation of the AAPMP revealed a reduction in reported deficit as a result of the actual level of medical premium
inflation experienced being lower than that assumed over the period between full valuations and the impact of the latest longevity expectations.

Statement of

Income  comprehensive

Assets Liabilities statement income

______ £m £m £m £m
Balance at1February 2017 2,232 (2,627) - -
Current service cost - (31) (31 -
Past service gain - 34 34 -
Interest on defined benefit scheme assets/(liabilities) 61 (71) (10) -
Amounts recognised in theincome statement 61 (68) (7) -
Effect of changes in financial assumptions - (56) - (56)
Effect of changes in demographic expectations - 65 - 65
Effect of experience adjustment - 38 - 38
Return on plan assets excluding interestincome 73 - - 73
Amounts recognisedin the statement of comprehensiveincome 73 47 - 120
Foreign exchange gain/(loss) 1 1) - -
Contribution from scheme participants 1 (1) - -
Benefits paid from scheme assets (64) 64 - -
Ongoing employer contributions 21 - - -
Deficit reduction employer contributions 21 - - -
Movements through cash (21) 63 - -

Balance at 31January 2018 2,346 (2,586) - -
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25 Pensions (continued)

Statement of

Income  comprehensive

Assets Liabilities statement income

£m £m £m £m

Balance at 1 February 2016 1,850 (2,146) - -
Current service cost - (29) (29) -
Interest on defined benefit scheme assets/(liabilities) 68 (78) (10) -
Amounts recognisedin theincome statement 68 (107) (39) -
Effect of changes in financialassumptions - (613) - (613)
Effect of changes in demographic expectations - 110 - 10
Effect of experience adjustment - 81 - 81
Return on plan assets excluding interestincome 323 - - 323
Amounts recognised in the statement of comprehensiveincome 323 422) - (99)
Foreign exchange gain/(loss) 5 (6) - 1)
Contribution from scheme participants 1 1) - -
Benefits paid from scheme assets (55) 55 - -
Ongoing employer contributions 20 - - -
Deficit reduction employer contributions 20 - - -
Movements through cash (14) 54 - -
Balanceat 31January 2017 2,232 (2,627) - -

Fair value of planassets

The overall expected rate of returniis calculated by weighting the individual rates in accordance with the anticipated balance in the plan’s investment

portfolio.

The table below shows the AAUK scheme assets split between those that have a quoted market price and those that are unquoted. Of the AAl scheme

43.5% (2017: 33.1%) of assets do not have a quoted market price.

The fair value of the AAUK plan assets and the return on those assets were as follows:

2018 2017

Assetswith  Assetswithout Assets with Assets without

aquoted aquoted aquoted aquoted

market price market price market price market price

£m £m £m £m

Equities 174 352 184 258
Bonds/swaps 813 21 876 183
Property 88 183 81 168
Hedge funds 23 440 - 401
Cash/net currentassets 17 2 37 2
Total AAUK scheme assets 1,115 1,188 1,178 1,012

Actualreturnon AAUK planassets

132

388

Investment strategy

The AAUK trustee determines its investment strategy after taking advice from a professionalinvestment adviser. The AAUK scheme’s investment
strategy has been set following an asset/liability review which considered a wide range of investment opportunities available to the Scheme and how
they might performin combination. Other factors were also taken into account such as the strength of the employer covenant, the long term nature of

the liabilities and the funding plan agreed with the employer.

The trustee aims to achieve the scheme’s investment objectives through investing in a diversified portfolio of growth assets which, over the long term,
are expected to grow in value by more than low risk assets like cash and gilts. This is done within a broad liability driven investing framework that uses
such cash, gilts and other hedging instruments like swaps in a capital efficient way. In combination this efficiently captures the trustee risk tolerances
and return objectives relative to the scheme’s liabilities. A number of investment managers are appointed to promote diversification by assets,

organisation andinvestment style.

Todiversify sources of return and risk, the AAUK scheme invests in many asset classes and strategies, including equities, bonds and property funds
which primarily rely on the upward direction of the underlying markets for returns, and also hedge funds which also invest in asset classes like equities,
bonds and currencies, butin such a way that relies more on the skill of the investment manager to add returns whilst hedging against downward

market moves.

The trustee’s investment advisers carry out detailed ongoing due diligence on funds in all asset classes from both operational and investment capability
standpoints and any funds which are not expected to achieve theirinvestment performance targets are replaced where possible.
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25 Pensions (continued)

Pension planassumptions
The principal actuarial assumptions were as follows:

AAUK AAI AAPMP %
2018 2017 2018 2017 2018 2017
% % % % % %
Pensionerdiscountrate 25 27 16 16 25 27
Non-pensioner discount rate 2.6 2.9 23 2.4 2.5 2.7
Pensioner RPI 3.3 3.5 - - 3.3 3.5
Non-pensioner RPI 3.3 3.5 - - 3.3 3.5
Pensioner CPI 2.2 2.4 1.6 1.5 2.2 24
Non-pensioner CPI 2.2 2.4 1.6 1.5 2.2 2.4
Rate of increase of pensions in payment
(final salary sections) — pensioner 341 3.2 - - - -
Rate of increase of pensions in payment
(final salary sections) - non pensioner 341 3.2 - - - -
Rate of increase of pensions in payment
(CARE section) - pensioner 1.7 2.2 - - - -
Rate of increase of pensions in payment
(CARE section) - non pensioner 1.7 2.2 - - - -
Pensioner increase for deferred benefits 2.2 2.4 1.6 1.5 - -
Medical premium inflation rate - - - - 7.3 75

Mortality assumptions are set using standard tables based on scheme specific experience where available and an allowance for future improvements.
For 2018, the assumptions used were in line with the SAPS (S2) series mortality tables (2017 - SAPS (S2) series) with future improvements in line with
the CMI_2016 model with a1.25% long-term rate of improvement (2017 - CMI_2015 model with a 1.5% long-term rate of improvement). The AAl scheme
mortality assumptions are set using standard tables with scheme specific adjustments.

The AA schemes’ overallassumptions are that an active male retiring in normal health currently aged 60 will live on average for a further 27 yearsand an
active female retiring in normal health currently aged 60 will live on average for a further 29 years.

Sensitivity analysis
Reasonably possible changes at the reporting date to one of the relevant actuarial assumptions, holding other assumptions constant, would have
affected the defined benefit liability by the amounts shown below:

Fortheyearending 31January 2018

AAUKEm AAIE£m AAPMP£m
Increase of 0.25% in discount rate 126 2 2
Increase of 0.25% in Inflation rate (100) 1) -
Increase of 1% in medical claims inflation - - (9)
Increase of one year of life expectancy (93) 1) -

An equivalent decrease in the assumptions at 31 January 2018 would have had the equal but opposite effect on the amounts shown above, on the basis
that all other variables remain constant.

The weighted average duration of AAUK scheme liabilities at 31January 2018 is around 21years.

Pensionschemerisks

The AAUK and AAl schemes have exposure to a number of risks because of the investments they make in following their investment strategy.
Investment objectives and risk limits are implemented through the investment management agreements in place with the schemes’ investment
managers and monitored by the Trustees by regular reviews of the investment portfolios. In addition, under guidance from their investment advisers
the Trustees monitor estimates of key risks on an ongoing basis such as those shown below. A number of measures are taken to mitigate these risks
where possible.

Creditrisk — thisis the risk that one party to a financialinstrument will cause a financial loss for the other party by failing to discharge an obligation.

This risk mainly relates to the schemes’ bonds and is mitigated by carrying out due diligence and investing only in bond funds which are well diversified
interms of creditinstrument, region, credit rating and issuer of the underlying bond assets. To reduce risk further, the underlying bond assets within a
fund are ring fenced, and the scheme diversifies across a number of bond funds.

Currency risk — the scheme is subject to currency risk because some of the scheme’s investments are in overseas markets. The Trustee hedges some
of this currency risk by investing in investment funds which hold currency derivatives to protect against adverse fluctuations in the relative value of its
portfolio positions as a result of changes in currency exchange rates.
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25 Pensions (continued)

Market pricerisk - this is the risk that the fair value or future cash flows of a financial asset such as equities will fluctuate because of changes in market
prices (other than those arising from interest rate, inflation or currency risk), whether those changes are caused by factors specific to the individual
financialinstrument or itsissuer, or factors affecting all similar financial instruments traded in the market. The scheme manages this exposure to
overall price movements by constructing a diverse portfolio of investments across various markets and investment managers.

Financial derivatives risk — The scheme does not directly hold any financial derivatives but instead invests in investment funds which hold the derivatives
required to hedge the scheme’s interest rate, inflation and currency risks. The scheme also permits some of the investment managers to use derivative
instruments if these are being used to contribute to a reduction of risks or facilitate efficient portfolio management of their funds. The main risks
associated with financial derivatives include: losses may exceed the initial margin; counterparty risk where the other party defaults on the contract;

and liquidity risk where it may be difficult to close out a contract prior to expiry. These risks are managed by monitoring of investment managers to
ensure they use reasonable levels of market exposure relative to initial margin and positions are fully collateralised on a daily basis with secure cash

or gilts collateral.

The AAUK scheme had hedged around 60% of interest rate risk and around 65% of inflation risk (of the liabilities) as at 31 January 2018 as part of a policy
to reduce financial risks to the Scheme. The current longer-term objective is to aim to hedge around 75% of both the interest rate risk and inflation risk

of the liabilities; this will help to further reduce funding level volatility. More interest rate hedging will be added in due course as, and when, prevailing
pricingis regarded as reasonable value in the circumstances, or if any other reasons drive a policy change on risk appetite.

26 Impairment of intangible assets

Goodwill acquired through business combinations has been allocated to cash-generating units (“CGUs”) on initial recognition and for subsequent
impairment testing. CGUs represent the smallest group of assets that independently generate cash flow and whose cash flow is largely independent
of the cash flows generated by other assets.

The carrying value of goodwillby CGU is as follows:

2018 2017

£m £m

Roadside Assistance 874 874
Insurance Services 240 240
Driving Schools - 26
AA Cars (see note 12) 25 -
DriveTech 31 33
1,170 1,173

The Group has performed impairment testing at 31 January 2018 and 31January 2017. The impairment test compares the recoverable amount of the
CGUtoits carrying value.

The recoverable amount of each CGU has been determined based on a value in use calculation using cash flow projections from the Group’s three year
plan up to 31January 2021and a reasonable expectation of growth in the subsequent two years. For the purposes of the impairment test, terminal
values have been calculated using the Gordon growth model and a nil growth assumption which is lower than the expected long term average growth
rate of the UK economy. Cash flows have been discounted at a pre-tax rate reflecting the time value of money and the risk specific to these cash flows.
This has been determined as a pre-tax rate of 9.6% (2017: 9.0%).

The value in use calculation used is most sensitive to the assumptions used for growth and for the discount rate. Accordingly, stress testing has been
performed on these key assumptions as part of the impairment test to further inform the consideration of whether any impairment is evident.

As aresult of this review the Driving Schools’ goodwill has been impaired by £26m (2017: £nil) and the DriveTech goodwill has been impaired by £1m
(2017: £nil). In addition, DriveTech goodwill has been reduced by £1m (2017: £nil) following the disposal of the Group’s Dutch driver training business.

27 Financialassets and financial liabilities

The carrying amount of all financial assets and financial liabilities by class are as follows:

Financialassets

2018 2017
£m £m

Loans and receivables
Cashand cash equivalents 150 211
Tradereceivables 137 141
Deferred consideration 6 -
Other receivables and accrued income 21 16

Totalfinancialassets 314 368
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27 Financial assets and financial liabilities (continued)

Financialliabilities

2018 2017
£m £m
Measured at fair value through other comprehensive income
Interest rate and fuel swaps used for hedging 9 20
Loans and borrowings
Trade payables 103 97
Other payables 54 56
Deferred consideration 26 -
Obligations under finance lease agreements 64 67
Borrowings 2,727 2,799
Total financialliabilities 2,983 3,039

Fairvalues
Financialinstruments held at fair value are valued using quoted market prices or other valuation techniques.

Valuation techniques include net present value and discounted cash flow models, and comparison to similar instruments for which market observable
prices exist. Assumptions and market observable inputs used in valuation techniques include interest rates.

The objective of using valuation techniquesis to arrive at a fair value that reflects the price of the financial instrument at each year end at which the asset
or liability would have been exchanged by market participants acting atarm’s length.

Observable inputs are those that have been seen either from counterparties or from market pricing sources and are publicly available. The use of these
depends upon the liquidity of the relevant market. When measuring the fair value of an asset or a liability, the Group uses observable inputs as much as
possible. Fair values are categorised into different levels in a fair value hierarchy based on the inputs used in the valuation as follows:

Level1- Quoted market pricesin an actively traded market for identical assets or liabilities. These are the most reliable.

Level 2 - Inputs other than quoted prices included in Level1that are observable for the assets or liabilities. These include valuation models used to
calculate the present value of expected future cash flows and may be employed either when no active market exists or when there are quoted prices
available for similar instruments in active markets. The models incorporate various inputs including interest rate curves and forward rate curves of the
underlyinginstrument.

Level 3 - Inputs for assets or liabilities that are not based on observable market data.

Ifthe inputs used to measure the fair values of an asset or a liability might be categorised in different levels of the fair value hierarchy, then the fair value
measurement is categorised inits entirety in the same level as the lowest input that is significant to the entire measurements.

The fair values are periodically reviewed by the Group Treasury function. The following tables provide the quantitative fair value hierarchy of the Group’s
interest rate swaps and loan notes.

The carrying values of all other financial assets and liabilities (including the Senior Term Facility) are approximate to their fair values:

At 31January 2018: Fair value measurement using
Quoted prices Significant Significant

inactive observable unobservable

Carrying markets inputs inputs

value (Level1) (Level2) (Level 3)

£m £m £m £m

Financial liabilities measured at fair value

Interest rate and fuel swaps (note 19) 9 - 9 -

Deferred consideration (due in more than one year) 1 - 11 -
Liabilities for which fair values are disclosed

Loan notes (note 20) 2,478 2,639 - -

At 31January 2017: Fair value measurement using

Quoted prices Significant Significant

inactive observable unobservable

Carrying markets inputs inputs

value (Level) (Level2) (Level 3)

£m £m £m £m

Financial liabilities measured at fair value

Interest rate and fuel swaps (note 19) 20 - 20 -
Liabilities for which fair values are disclosed
Loan notes (note 20) 2,452 2,656 - -

There have been no transfers between the levels and no non-recurring fair value measurements of assets and liabilities during the two years to
31January 2018.
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28 Financial risk management objectives and policies

The Group’s principal financial liabilities comprise borrowings as well as trade and other payables. The main purpose of these financial liabilities
isto finance the Group’s operations. The Group’s principal financial assets include deposits with financial institutions, money market funds and
trade receivables.

The Group is exposed to market risk, credit risk and liquidity risk. The Group’s senior management oversees the management of these risks, supported
by the Group Treasury function. The Group Treasury function ensures that the Group’s financial risks are governed by appropriate policies and
procedures and that financial risks are identified, measured and managed in accordance with the Group’s policies and risk objectives. All derivative
activities are for risk management purposes and are carried out by the Group Treasury function. Itis the Group’s policy not to trade in derivatives for
speculative purposes.

The Board of Directors reviews and agrees policies for managing each of these risks, which are summarised below.

Market risk

Market risk is the risk that the fair value of future cash flows of a financial instrument will fluctuate because of changes in prices set by the market.

The key market risk that the Group is exposed to is interest rate risk. The Group has policies and limits approved by the Board for managing the interest
rate risk exposure. The Group’s policy is to fully hedge all of its exposure to variable interest rates. The Group has therefore taken out interest rate swaps
tothe value of its variable rate instruments.

Theinterest rate profile of the Group’s interest-bearing financial instruments is as follows:

2018 2017
£m £m

Fixed rateinstruments
Financial liabilities (2,532) (2,518)
Effect of interest rate swaps (250) (348)
Net exposure to fixed rate instruments (2,782) (2,866)
Variable rate instruments
Financial liabilities (249) (347)
Effect of interest rate swaps 250 348
Net exposure to variable rateinstruments 1 1

Sensitivity of fixed-rate instruments

The Group does not account for any fixed-rate financial assets and financial liabilities at fair value through profit or loss and does not use derivative
instruments in fair value hedges. Consequently, having regard to fixed rate instruments, a change in market interest rates at the reporting date would
not affect profit or loss.

Sensitivity of variable rate instruments

Anincrease of 50 basis points in interest rates at 31 January 2018 would have increased equity by £1m (2017: £2m) and would have had no impact on
profit or cash because the Senior Term facility is hedged (see note 20). A decrease to interest rates of the same magnitude will have an equal and
opposite effect on equity and profit. This calculation assumes that the change occurred at the year end and had been applied to risk exposures existing
atthat date.

This analysis assumes that all other variables remain constant and considers the effect of financial instruments with variable interest rates and the fixed
rate element of interest rate swaps. The analysis is performed on the same basis for all comparative periods.

Creditrisk

Creditriskis the risk that a counterparty will not meet its obligations under a financial instrument or customer contract, leading to a financial loss.

The Group is exposed to credit risk in relation to its financial assets, outstanding derivatives and trade and other receivables. The Group assesses its
counterparty exposure in relation to the investment of surplus cash and undrawn credit facilities. The Group primarily uses published credit ratings to
assess counterparty strength and therefore to define the credit limit for each counterparty, in accordance with approved treasury policies.

The creditrisk for the Group is limited as payment from customers is generally required before services are provided.

Creditriskin relation to deposits and derivative counterparties is managed by the Group’s treasury function in accordance with the Group’s policy.
Investments of surplus funds are made only with approved counterparties and within credit limits assigned to each counterparty. The limits are set to
mitigate financial loss through any potential counterparty failure.

The Group’s maximum exposure to credit risk for the components of the statement of financial position at each reporting date is the carrying amount
except for derivative financialinstruments. The Group’s maximum exposure for financial derivative instruments is noted under liquidity risk.
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28 Financial risk management objectives and policies (continued)

The ageing analysis of trade receivables is as follows:

Pastdue but notimpaired

Neither past
duenor
Total impaired <30days 30-60days 60+days
£m £m £m £m £m
2018 137 131 4 - 2
2017 41 135 4 - 2
The movements in the provision for the collective impairment of receivables are as follows:
2018 2017
£m £m
At1February 2 2
Charge for the year 3 2
Utilised 1) M
Unused amounts reversed 1) M
At 31January 3 2
Liquidity risk

Liquidity risk is the risk that the Group either does not have available sufficient financial resources to enable it to meet its obligations as they fall due, or
can secure them only at excessive cost. The Group’s approach to managing liquidity risk is to evaluate current and expected liquidity requirements to
ensure that it maintains sufficient reserves of cash and headroom on its working capital facilities.

The table below analyses the maturity of the Group’s financial liabilities on a contractual undiscounted cash flow basis and includes any associated debt
service costs. The analysis of non-derivative financial liabilities is based on the remaining period at the reporting date to the contractual maturity date.

At 31January 2018:
Lessthan Over
Ondemand 1year 1-2years 2-5years Syears Total
£m £m £m £m £m £m
Loans and borrowings - 117 17 2,282 832 3,348
Obligation under finance leases - 52 10 7 - 69
Other payables and accruals - 54 - - - 54
Insurance liabilities 24 - - - - 24
Contingent consideration - - 6 5 - 11
Trade payables - 103 - - - 103
24 326 133 2,294 832 3,609
Interest rate swaps used for hedging
Assets (inflow) - (7) - - - (7)
Liabilities - 19 2 3 - 24
- 12 2 3 - 17
24 338 135 2,297 832 3,626
At 31January 2017:
Lessthan Over
Ondemand 1year 1-2years 2-5years Syears Total
£m £m £m £m £m Em
Loans and borrowings - 126 641 1,536 1,195 3,498
Obligation under finance leases - 51 13 8 - 72
Other payables and accruals - 56 - - - 56
Insurance liabilities 16 - - - - 16
Trade payables - 97 - - - 97
16 330 654 1,544 1,195 3,739
Interest rate swaps used for hedging
Assets (inflow) - (14) (8) - - (22)
Liabilities - 23 18 - - 41
- 9 10 - - 19
16 339 664 1,544 1,195 3,758
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28 Financial risk management objectives and policies (continued)
Capitalmanagement
As noted in the financial review on pages 27 to 31, the Group considers its capital to be a combination of net debt and equity.
2018 2017
£m £m
Total net debt 2,684 2,704
Equity (valued at close on 31January) 770 1,486
Total capital 3,454 4,190
The Group’s objectives when managing capital are:
>to safeguard the entity’s ability to continue as a going concern, so that it can continue to provide returns for shareholders and benefits for other
stakeholders;
>to put service, innovation and data at the heart of the AA;
>todeliver targeted and strategic investmentin our people, our products, our systems and operations;
>toreduce Group borrowings and associated interest costs; and
>to provide an adequate return to shareholders.
The relative priorities of these objectives are discussed on page 29 of the financial review.
The Group monitors capital using net debt to Trading EBITDA ratios. The key ratios are Senior Secured Debt to Trading EBITDA, and Net Debt to
Trading EBITDA as calculated below:
2018 2017
£m £m
Senior Term Facility 250 348
Class A notes 1,950 1,930
Less: AA Intermediate Co Limited group cash and cash equivalents (50) (136)
Net Senior Secured Debt' 2,150 2,142
Class B2 notes 570 570
Finance lease obligations 64 67
Net WBS Debt? 2,784 2,779
Less: AA plc cash and cash equivalents® (100) (75)
Total Net Debt 2,684 2,704
AAplc Trading EBITDA 391 403
AA Intermediate Trading EBITDA* 393 414
Net debt ratio® 6.9x 6.7x
WABS leverage ratio® 7.1x 6.7x
Senior leverage ratio’ 5.47x 5.2x

1 Principalamounts of the Senior Term Facility and Class A notes less AA Intermediate Co Limited group cash and cash equivalents.

2 WBS debt represents the borrowings and cash balances within the WBS structure headed by AA Intermediate Co Limited. This includes the principal amounts of the Senior Term Facility,
Class Anotes, Class B2 notes and finance leases less AA Intermediate Co Limited group cash and cash equivalents.

3 Totalcashand cash equivalents for the Group excluding the value reported as the AA Intermediate Co Limited group cash and cash equivalents.
4 AA Intermediate Co Limited group Trading EBITDA including discontinued operations as required by the debt documents..

5 Ratio of Total Net Debt to AA plc Trading EBITDA for the last 12 months.

6 Ratio of Net WBS Debt to AA Intermediate Trading EBITDA for the last 12 months.

7 Ratio of Net Senior Secured Debt to AA Intermediate Trading EBITDA for the last 12 months.

The Senior Term Facility, Class A notes and Class B2 notes have interest cover covenants attached to them. The Group was in compliance with all
covenants throughout the period and as at 31January 2018.

The Group includes regulated companies which are required to hold sufficient capital to meet acceptable solvency levels based on the relevant
regulators’ requirements (see note 17). There are no other externally imposed capital requirements.

Further details on our policies and processes for managing capital as well as the thresholds set for the covenants above and our objectives to reduce
group borrowings are set out in the financial review on pages 27 to 31.
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29 Commitments and contingencies

Operating lease commitments
Future minimum rentals payable under non-cancellable operating leases as at 31January are as follows:

Land and buildings

2018 2017
£m £m

Leases expiring:
Within one year - 1
Between one and five years 3 10
After five years 37 23
40 34
Rentals receivable from operating sub-leases - 4)
Amountsincluded in onerous lease provisions (1) 4)
39 26

Where a property is no longer used by the Group for operational purposes, tenants are sought to reduce the Group’s exposure to lease payments.
Where the future minimum lease payments are in excess of any expected rentalincome due, a provision is made.

Finance lease commitments
The Group has finance lease contracts for vehicles and various items of plant and machinery. Future minimum lease payments under finance lease
contracts together with the present value of the net minimum lease payments are as follows:

2018 2017
Presentvalue Minimum Present value Minimum
of payments payments of payments payments
£m £m £m £m
Within one year 48 52 47 51
Between one and five years 16 17 20 21
Total minimum lease payments 64 69 67 72
Less amounts representing finance charge - (5) - 5)
Present value of minimum lease payments 64 64 67 67

Capital commitments
Amounts contracted for but not provided in the financial statements amounted to £22m (2017: £14m).

30 Subsidiary undertakings

The subsidiary undertakings of AA plc, all of which are wholly owned except where stated, are listed in note 9 of the Company financial statements.

31 Auditor’s remuneration

2018 2017
£m £m

Amounts receivable by the Company’s auditor and its associates in respect of:
Audit of financial statements of subsidiaries of the Company 1 1

The fee for the audit of these financial statements was £0.2m (2017: £0.2m).

In addition, corporate finance services were provided by the Company’s auditor which mainly relate to reporting accountant work that would normally
be undertaken by the auditor. The fee for this work was £0.1m (2017: £0.4m).

32 Related party transactions

The following table provides the total value of transactions that have been entered into with associates during each financial year:
Transactions with associates:

2018 2017
Associate Nature of transaction £m £m
ACTASA Call handling fees paid - 2
ARC Europe SA Registration and call handling fees 4 1

Note that the Group’s direct interestin ACTA SA was sold in the prior year to ARC Europe SA, see note 14.
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33 Compensation of key management personnel of the Group

Key management personnel are defined as those persons having authority and responsibility for planning, directing and controlling the activities of
the Group.

Key management personnel consists of the Chief Executive Officer, Chief Financial Officer, Non-Executive Directors and the Executive Committee as
wellas the former Executive Chairman until his dismissal.

The amounts recognised as an expense during the financial year in respect of key management personnelare as follows:

2018 2017

£m £m

Short-term employee benefits 5 6

Share-based payments — MVP and LTBP shares (see note 34) (2) 8

Total compensation paid to key management personnel 3 14
34 Share-based payments

2018 2017

£m £m

Share-based payments - MVP shares 4 8

Share-based payments - LTBP 1 2

Share-based payments - Retention - -

Share-based payments - staff share incentive plan 2 2

7 12

Share based payments - MVP shares - exceptional operating item (7) -

Total share based payments - 12

Management value participation shares (MVP shares)

On 23 June 2014, the Company issued 24 million convertible, redeemable MVP shares to certain key members of senior management at £0.001 per
share. These shares were divided into three classes and are convertible into ordinary shares following satisfaction of a Total Shareholder Return (TSR)
performance condition of 12% (or above) per annum compound growth against the admission price of £2.50 which is tested on the third, fourth and fifth
anniversaries of admission to the London Stock Exchange.

Afurther 36 million MVP shares were issued at £0.001 per share on 22 December 2015.

14.2% of the issued MVP shares are held in the Employee Benefit Trust (EBT) and on 22 April 2016, awards were granted by the EBT to further key
members of senior management over ordinary shares which convert from the remaining 14.2% (@amounting to 8,520,000) MVP shares.

The MVP share-based payments are equity settled. The following table illustrates the number and fair value of the MVP shares:

2018 2017
Fairvalue Fair value
2018 2017 pershare pershare
Vesting Date No.ofshares No. of shares £ £
June 2014 awards:
Alshares 23 June 2017 8,000,000 8,000,000 0.25 0.25
Blshares 23 June 2018 8,000,000 8,000,000 0.26 0.26
Clshares 23 June 2019 8,000,000 8,000,000 0.26 0.26
December 2015 awards:
A2 shares 23 June 2017 9,160,000 9,160,000 0.38 0.38
B2 shares 23June 2018 9,160,000 9,160,000 0.40 0.40
C2shares 23 June 2019 9,160,000 9,160,000 0.40 0.40
April 2016 awards:
A2 shares 23 June 2017 2,840,000 2,840,000 0.35 0.35
B2 shares 23June 2018 2,840,000 2,840,000 0.35 0.35
C2shares 23 June 2019 2,840,000 2,840,000 0.35 0.35
Total 60,000,000 60,000,000

Unvested Aland A2 shares can also be converted on the fourth or fifth anniversary of admission and unvested B1and B2 shares can also be converted
on the fifth anniversary of admission.

AlLMVP shares were valued using a Binomial modeland 25% volatility assumption to calculate the fair value using risk-free interest rates ranging from
0.38%-1.82%. The expected volatility reflects the assumption that the historical volatility is indicative of future trends which may not necessarily be the
actualoutcome.
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34 Share-based payments (continued)

Management value participation shares (MVP shares) (continued)

On1August 2017, the former Executive Chairman, who held 55% of the MVP shares, was dismissed for gross misconduct. Under the rules of the scheme
he was deemed to be a bad leaver and therefore the Company has the right to request transfer (and failing compliance, transfer itself) allthose MVP
shares for a total consideration of 1 penny. The Company issued the transfer notice on 9 March 2018 and transferred the shares on 16 April 2018 to its
Employee Benefit Trust. As per IFRS 2, the share-based payment charge in relation to his shares, has been reversed resulting in a credit to exceptional
operating items in the income statement of £7m and a corresponding debit to equity.

Long Term Bonus Plan (LTBP)

Asat 31January 2018, the Company’s EBT had issued 4 million conditional awards over market purchased ordinary shares to certain key members
of senior management at nil cost. These shares were divided into three tranches, A, Band C and vest following satisfaction of a Total Shareholder
Return (TSR) performance condition of 12% per annum compound growth against the admission prices which is tested on the third, fourth and fifth
anniversaries of admission to the London Stock Exchange and satisfaction of certain individual performance targets.

Ifthe awards over A shares do not vest on the third or fourth anniversary of admission, then they are retested on the fourth and fifth anniversary. If the
awards over B shares do not vest on the fourth anniversary of admission, then they are retested on the fifth anniversary.

The fair values of awards were calculated using a Monte Carlo simulation model. The expected volatility range of 20% - 32% reflects the assumption
that the historical volatility is indicative of future trends which may not necessarily be the actual outcome.

The LTBP share-based payments are equity settled. The following table illustrates the number and weighted fair values of the LTBP shares:

2018 2017

Weighted Weighted

fairvalue fair value

2018 2017 pershare per share

Vesting date No.of shares No. of shares £ £

Ashares 26 June 2017 873,423 1,004,896 2.49 2.56
Bshares 26 June 2018 859,069 993,060 1.98 2.07
Cshares 26 June 2019 842,036 987,340 1.54 1.62

Total 2,574,528 2,985,296

The number of ordinary shares over which awards are held has reduced by 410,768 due to leavers during the financial year. The difference between the
4 millionissued awards and the current number of outstanding awards is due to leavers.

Retention Award
On19 December 2017, the Company issued 2 million conditional awards over market purchased ordinary shares held by its Employee Benefit Trust to
certain key members of senior management who were already in the LTBP scheme, at nil cost.

These shares were divided into two tranches, 1and 2, and vest following satisfaction of a Total Shareholder Return (TSR) performance condition of
12% per annum compound growth against the issue price which is tested on 6 November 2018 and/or 6 November 2019 and satisfaction of certain
individual performance targets.

The Retention award will lapse or partially lapse if the original LTBP awards vestin full orin part.

The fair values of awards were calculated using a Monte Carlo simulation model. The expected volatility range of 32%-36% reflects the assumption that
the historical volatility is indicative of future trends which may not necessarily be the actual outcome.

The following table illustrates the number and fair values of the Retention Award shares:

2018 2017

Fairvalue Fairvalue

2018 2017 pershare per share

Vesting date No.of shares No. of shares £ £

Tranchel 6 November 2018 914,230 - 0.87 -
Tranche 2 6 November 2019 914,230 - 0.57 -

Total 1,828,460 -
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34 Share-based payments (continued)

Staffshareincentive plans

The Group has a number of all employee Share Incentive Plans (SIP). Under the SIP, employees are able to buy Partnership shares by making weekly or
monthly payments into the SIP. In addition, for every Partnership share an employee purchases, the Company will match this on a 1:1 basis (Matching
Shares). The SIP share-based payments are equity settled. The following table illustrates the fair value and vesting period of the SIPs:

Weighted
fairvalue
No. of shares pershare
Share type B Awarddate Vesting date 2018! £
2015SIP:
Partnership shares 29 August 2014 29 August 2015 2,132,766 0.23
Matching shares 29 August 2014 29 August 2018 2,132,766 2.58
2016 SIP:
Matching shares See below See below 1,366,211 2.20
2017 SIP:
Matching shares See below See below 1,727,537 1.64
Total 7,359,280

1 The number of shares shown above is the estimated number.

The SIPs are valued using a Black Scholes model.
The expected volatility reflects the assumption that the historical volatility is indicative of future trends which may not necessarily be the actual outcome.
SIP shares are issued on the 11th of each month with the vesting period of 36 months from the date they were issued.

Performance Share Plan (PSP)

During the year awards were granted under the PSP scheme to the CEO and other members of senior management. Further details on this scheme can
be found in the remuneration report on page 75. As at 31 January 2018, no performance criteria had been set for these shares and therefore, as there
was no shared understanding of the terms of the scheme, no IFRS 2 charge has been made.

35 Accounting standards,amendments and interpretations

New accounting standards, amendments and interpretations adoptedin the year

Inthe year ended 31January 2018, the Group did not adopt any new standards oramendments issued by the IASB or interpretations issued by the IFRS
Interpretations Committee (IFRS IC) that have had a materialimpact on the consolidated financial statements. Other new standards, amendments and
interpretations adopted, that have not had a materialimpact on the amounts reported in these financial statements but may impact the accounting for
future transactions and arrangements, were:

IAS 1: Disclosure Initiative
AnnualImprovements to IFRS 2012-2014
IFRS 11: Accounting for Acquisitions of Interests in Joint Operations

New accounting standards, amendments and interpretations not yet adopted
A number of new standards, amendments and interpretations, which have not been applied in preparing these financial statements, have beenissued
and are effective for annual reports beginning after 1 February 2017:

______ Effective date
IFRS 15: Revenue from Contracts with Customers 1January 2018
IFRS 9: Financial Instruments 1January 2018
IFRS 2: Classification and Measurement of Share Based Payment Transactions - Amendmentsto IFRS 2 1January 2018
IFRS 16: Leases 1January 2019
IFRS 17: Insurance Contracts 1January 2021

Management has completed a detailed impact assessment ahead of the implementation of IFRS 9, IFRS 15 and IFRS 16.

IFRS9

Management’s analysis has focused on receivables, hedging and the change in accounting options for debt issue fees.

It has been concluded that there will not be a material change to receivables as a result of the new standard and there will be no change to the Group’s
hedging policy.

Management has concluded that as a result of the change in accounting requirements regarding debt issue fees there will be a one-off gain of c£10m
which will be recognised in opening retained earnings in line with IFRS 9.
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35 Accounting standards, amendments and interpretations (continued)

IFRS15
Management have performed a detailed analysis of each Group revenue stream, with particular focus on our bundling arrangements and variable
consideration. We do not believe that the conversion to IFRS 15 will lead to a materialimpact on the timing or value of revenue in any given period.

Management do anticipate a requirement for a more detailed disclosure providing greater disaggregation of our different revenue streams into
categories that depict how the nature, amount, timing and uncertainty of revenue and cash flows are affected by economic factors.

IFRS 16

Management expects the adoption of IFRS 16 to have a significant impact on the Group due to the number of property leases. The Group expects to
adopt IFRS 16 from 1February 2019 and willapply the standard retrospectively, with the cumulative impact of initially applying the standard recognised
at1February 2019.

Theinitialimpact assessment is that the adoption of IFRS 16 will result in:

>an additional finance lease liability of cE30m

>atangible fixed asset of £20m to £30m (after adjusting for forecast onerous lease provisions and rent free accruals at 1 February 2019)

Yincreasein Trading EBITDA of c1%in FY20, representing rental expense which will now reduce the lease liability rather than being charged to the
income statement

Yadditional depreciation and interest expense of cE4min FY20

Thisimpactassessment is based on current estimates of discount rate and also current expectations of the property portfolio at 1 February 2019.
IFRS 16 requires lease liabilities to be discounted using the incremental borrowing rate on the date of initial application. The finalimpact of adoption
of IFRS 16 cannot be determined before 1February 2019.

The Group s currently assessing whether the other standards above will have a materialimpact on the financial statements for the year ended
31January 2019.

36 Events after the reporting period

Bob Mackenzie Litigation

On7March 2018, the Group received notification that former Executive Chairman, Bob Mackenzie, who was dismissed for gross misconduct on
1August 2017, had on 6 March 2018 issued a Claim Form in the High Court, Chancery Division against AA plc, its subsidiary Automobile Association
Developments Limited and personally against a number of their Directors and the Company Secretary. The Claim Form seeks a permanent injunction
to retain his MVP shares and up to £225m in damages. As this litigation is active at the date of signing these financial statements, the Board have
considered any potential financialimpact. The Group has not made a provision for these amounts as the Group expects to be successfulin rigorously
defending these claims. However, the Group willincur legal costs of approximately £1m to defend these claims during the next two financial years
which it would seek to recover from Bob Mackenzie when the litigation concludes.

Other postbalance sheet events
On1March 2018 the Group completed the purchase of the entire share capital of Used Car Sites Limited (trading as AA Cars). A payment of £12m was
made to the former owners and £3m was paid into an escrow account and is payable to the former owners subject to certain conditions being met.

On 14 March 2018, the Group completed the sale of the entire share capital of its Dutch subsidiaries, VVCR Europe B.V., VVCR Europe
Beroepsopleidingen B.V. and VVCR Europe Holding B.V. for a disposal cost of €32,000.

On 30 March 2018 the Group completed the sale of its 49% joint venture stake in TVS Auto Assist (India) Limited (see note 14) for cash consideration
of £2m.
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as at 31 January
2018 2017
_______________ Notes £m £m
Non-current assets
Investmentin subsidiaries 2 818 818
Investmentsinjoint ventures 3 2 4
820 822
Currentassets
Trade and other receivables 4 19 17
Cashatbankandinhand 5 79 60
98 77
Totalassets 918 899
Current liabilities
Trade and other payables 6 9) (8)
Non-current liabilities
Other payables 7 - 1)
Total liabilities 9) 9)
Netassets 9209 890
Equity
Called up share capital 8 1 1
Share premium 406 403
Own shares (29) (26)
Retained earnings 531 512
Total equity attributable to equity holders of the parent 9209 890

The profit for the financial year of the Company is £75m (2017: £60m).
As at 31January 2018, the Company had distributable reserves of £531m (2017: £512m).
Signed for and on behalf of the Board on 16 April 2018 by

Simon Breakwell Martin Clarke
Chief Executive Officer Chief Financial Officer

The accompanying notes are an integral part of this company statement of financial position.
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Company statement of changes in equity

Share Share Own Retained
capital premium shares earnings Total
£m £m £m £m £m
At1February 2016 1 399 (22) 495 873
Profit for the year - - - 60 60
Dividends - - - (55) (55)
Issue of share capital - 4 - - 4
Purchase of own shares - - (€] - 4)
Share-based payments - - - 12 12
At 31January 2017 1 403 (26) 512 890
Profit for the year - - - 75 75
Dividends - - - (56) (56)
Issue of share capital - 3 - - 3
Purchase of own shares - - 3 - (©)]
At 31January 2018 1 406 (29) 531 209

The accompanying notes are an integral part of this company statement of changes in equity.
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Notes to the Company financial statements

1 Authorisation of financial statements and Company
accounting policies

1.1 Authorisation of financial statements

AAplc (the “Company”)is a public limited company incorporated and
domiciled in England and Wales. The Company’s ordinary shares are
traded on the London Stock Exchange.

These financial statements were prepared in accordance with Financial
Reporting Standard 101 Reduced Disclosure Framework (FRS 101).

The financial statements are prepared under the historical cost convention
and onagoing concern basis.

No profitand loss account is presented by the Company as permitted by
Section 408 of the Companies Act 2006.

The accounting policies which follow set out those policies which apply
in preparing the financial statements for the year ended 31January 2018.
The financial statements are prepared in sterling and are rounded to the
nearest million pounds (Em).

1.2 Basis of preparation
The Company has taken advantage of the following disclosure exemptions
under FRS101:

>1AS 1paragraph 10(d) (statement of cash flows)

>1AS 1paragraph 16 (statement of compliance with all IFRS)

>IAS 1paragraph 38A (requirement for minimum of two primary
statements, including cash flow statements)

>IAS 1paragraph 111 (cash flow statement information)

>1AS 1paragraphs 134-136 (capital management disclosures)

> Paragraphs 45(b) and 46 to 52 of IFRS 2, ‘Share-based payment’

c) Criticalaccounting estimates and judgements

Estimates are evaluated continually and are based on historical experience
and other factors, including expectations of future events that are believed
to be reasonable under the circumstances. The Group makes estimates
and assumptions about the future. The resulting accounting estimates
will, by definition, seldom equal the related actual results. The principal
estimates and assumptions that have a risk of causing an adjustment to the
carrying amounts of assets and liabilities within the next financial period
are discussed below.

Management has exercised judgementin applying the Group’s accounting
policies and in making critical estimates. The underlying assumptions on
which these judgements are based, are reviewed on an ongoing basis and
include the assumptions for future growth of cash flows to support the
value-in-use calculations for the investment impairment review.

Investments

The Group tests the investment balances forimpairment annually.

The recoverable amounts of the investments have been determined based
on value-in-use calculations which require the use of estimates. Management
has prepared discounted cash flows based on the latest strategic plan.

2 Investmentsinsubsidiaries

2018 2017
£m em,
At1February 818 806
Charge for the share incentive schemes - 12
Additions 4 -
Disposals (2) -
Share buyback (2) -
At 31January 818 818

>IAS 7: ‘Statement of cash flows’

>IAS 8 paragraphs 30 and 31

> Therequirementsin IAS 24, ‘Related party disclosures’ to disclose related
party transactions entered into between two or more members of a group

1.3 Accounting policies

a) Foreign currencies

Transactions in foreign currencies are recorded at the rate ruling at the
date of the transaction or at the contracted rate if the transactionis
covered by a forward foreign currency contract. Monetary assets and
liabilities denominated in foreign currencies are retranslated at the rate of
exchange ruling at the balance sheet date or if appropriate at the forward
contract rate. All differences are taken to the profit and loss account.

b) Investmentsin subsidiaries and joint ventures
Fixed assetinvestments are included in the balance sheet at cost, less any
provisions for permanentimpairment.

Investments in subsidiaries and joint ventures are stated at the lower of
costand net realisable value.

The carrying amounts of the Company’s assets are reviewed forimpairment
when events or changes in circumstances indicate that the carrying amount
of the fixed asset may not be recoverable. If any such indication exists, the
asset’s recoverable amountis estimated. Animpairment loss is recognised
whenever the carrying amount of an asset or its income-generating unit
exceeds its recoverable amount. Impairment losses are recognised in the
profitand loss account unless it arises on a previously revalued fixed asset.

The recoverable amount of fixed assets is the greater of their net realisable
value and value in use. In assessing value in use, the expected future cash
flows are discounted to their present value using a pre-tax discount rate
that reflects current market assessments of the rate of return expected on
aninvestment of equalrisk. For an asset that does not generate largely
independentincome streams, the recoverable amount is determined for
the income-generating unit to which the asset belongs.

Joint ventures are joint arrangements whereby the parties that have joint
control of the arrangement have rights to the net assets of the arrangement.

Inthe year ended 31January 2018 there was anincrease in investmentin
subsidiaries of £nil (2017: £12m) relating to the fair value of share-based
payments granted. Details are provided in note 34 of the Group financial
statements.

Noindicators of impairment in the value of subsidiaries have been identified.

3 Investmentsinjoint ventures

2018 2017

£m £m
AtiFebroary T 4
Impairment (2) -
At 31January 2 4

0On 29 June 2015, the Company invested £4mina 49% share of ajoint
venture with TVS Automobile Solutions, one of the largest playersin the
Indian automotive market. The Company sold its investment in the joint
venture with TVS Automobile Associations on 30 March 2018 for cash
consideration of £2m. Therefore the Company has impaired its investment
tothe netrealisable value of £2m as at 31January 2018.

4 Tradeandotherreceivables

2018 2017

.............. . Em M

Trade receivables from subsidiary undertakings 19 17
19 17

Amounts owed by subsidiary undertakings are unsecured, have no
repayment terms and bear no interest.

5 Cash
2018 2017
.............. L Em L Em
Cash 79 60
79 60
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Notes to the Company financial statements
continued

6 Tradeandotherpayables

2018 2017
______________ £m £m
Amounts owed to subsidiary undertakings 8 8
Accruals 1 -
9 8
Amounts owed to subsidiary undertakings are unsecured, have no
repayment terms and bear no interest.
7 Otherpayables
2018 2017
______________ £m £m
Other payables - 1
8 Share capital
2018 2017
______________ £m £m
Allotted, called up and fully paid
610,807,568 (2017: 609,461,827) ordinary shares
of £0.001each 1 1
1 1

The voting rights of the holders of all ordinary shares are the same and all
ordinary shares rank pari passu on a winding up. AA plc has no authorised
ordinary share capital.

The movementinthe number of sharesin the current yearisin relation to
the matching shares for the staff share incentive plans (see Group financial
statements - note 34 for further information on these shares).

The Company has 60 million MVP shares inissue (see Group financial
statements - note 34 for further information on these shares).

9 Subsidiary undertakings

Allsubsidiaries are wholly owned and incorporated and registered where
stated below.

All subsidiaries are consolidated in the Group financial statements.

The principal subsidiary undertakings of the Company at 31January 2018 are:

Name Country__
AA Acquisition Co Limited? United Kingdom
AA Bond Co Limited?® Jersey
AA Corporation Limited? United Kingdom
AA Financial Services Limited? United Kingdom
AA Intermediate Co Limited? United Kingdom
AA Media Limited? United Kingdom
AA Mid Co Limited"? United Kingdom
AA Reinsurance Company Limited"* Guernsey
AA Senior Co Limited? United Kingdom
AA The Driving School Agency Limited? United Kingdom
AA Underwriting Insurance Company Limited® Gibraltar
Automobile Association Developments Limited? United Kingdom
Automobile Association Insurance Services Limited? United Kingdom
DriveTech (UK) Limited? United Kingdom
Intelligent Data Systems (UK) Limited? United Kingdom
VVCR Europe B.V.6 Netherlands

1 Directly owned by AA plc, all other subsidiaries are indirectly held.

2 Company registered office: Fanum House, Basing View, Basingstoke, Hampshire, RG214EA, England.

3 Company registered office: 22 Greenville Street, St Helier, Jersey, JE4 8PX.

4 Company registered office: Heritage Hall, Le Marchant Street, St Peter Port, GY14JH, Guernsey.
5 Company registered office: First Floor, Grand Ocean Plaza, Ocean Village, Gibraltar.

6 Company registered office: Markeloseweg 94, 7461PB, 175, 7460AD, Rijssen, Nijverdal, Netherlands.

The other subsidiary undertakings of the Company at 31January 2018 are:

Name Country
A.A. Pensions Trustees Limited? United Kingdom
AA Brand Management Limited? United Kingdom
AA Garage Services Limited? United Kingdom
AA Insurance Holdings Limited"? United Kingdom
AAlreland Pension Trustees DAC? Ireland
AA Pension Funding GP Limited* United Kingdom
AA Pension Funding LP* United Kingdom
AARoad Services Limited? United Kingdom
AA Technical Solutions Limited? United Kingdom
AA Underwriting Limited? United Kingdom
Automobile Association Holdings Limited? United Kingdom
Automobile Association Insurance Services

Holdings Limited? United Kingdom
Automobile Association Protection and Investment

Planning Limited? United Kingdom
Automobile Association Services Limited? United Kingdom
Automobile Association Underwriting Services Limited? United Kingdom
Breakdown Assistance Services Limited® United Kingdom
Breakdown Hero Limited® United Kingdom
Drakefield Group Limited? United Kingdom
Drakefield Holdings Limited? United Kingdom
Drakefield Insurance Services Limited? United Kingdom
Longacre Claims Limited? United Kingdom
Nationwide 4 X 4 Ltd? United Kingdom
Peak Performance Management Limited? United Kingdom
Personal Insurance Mortgages and Savings Limited? United Kingdom
The Automobile Association Limited® Jersey
VVCR Europe Beroepsopleidingen B.V. Netherlands
VVCR Europe Holding B.V."” Netherlands

1 Directly owned by AAplc, allother subsidiaries are indirectly held.

2 Company registered office: Fanum House, Basing View, Basingstoke, Hampshire, RG214EA, England.
3 Company registered office: 61a South William Street, Dublin 2, Ireland.

4 Company registered office: 50 Lothian Road, Festival Square, Edinburgh, EH3 9WJ, Scotland.
5 Company registered office: 22 Greenville Street, St Helier, Jersey, JE4 8PX.

6 Company registered office: 90 Long Acre, London, WC2E 9RA, England.

7 Company registered office: Markeloseweg 94, 7461PB, 175, 7460AD, Rijssen, Nijverdal, Netherlands.

10 Auditor’sremuneration

The fee for the audit of these financial statements was £0.2m (2017: £0.2m).

11 Staffcosts

The Company had no employees or employee staff costsinthe current
or prior year. However, the Company has incurred costs in respect of the
Non-Executive Directors of £1m (2017: £1m).
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Shareholder information

AAplc Share price information

Company number: 5149111 The Company’s ordinary shares are listed on the London Stock Exchange.
Share price information can be found on the website www.theaaplc.com

Registered office ISIN Number: GBOOBMSKPIO5

Fanum House SEDOLNumber:  BMSKRPJ9

Basing View

Basingstoke Legal Entity Identifier: 213800DTPE4050117349

Hampshire

RG214EA Advisors

Telephone: 03442090754 Corporate Brokers

Cenkos Securities, 678 Tokenhouse Yard, London EC2R 7AS
Liberum Capital, Ropemaker Place, Level 12, 25 Ropemaker Street,
London, EC2Y 9LY

Financial Calendar

2018 finaldividend Morgan Stanley & Co, 20 Bank Street, Canary Wharf, London E14 4AD
Solicitors
May Freshfields Bruckhaus Deringer LLP, 65 Fleet Street, London EC4Y 1HS
Proskauer Rose (UK) LLP, 110 Bishopsgate, London EC2N 4AY
3 May: Ex-dividend date Auditors
4 May: Record date Ernst & Young LLP, 1More London Place, London SE12AF
21May: Last day to elect for DRIP Please note that, subject to approval at the Annual General Meeting,

scheduled to take place on 7 June 2018, PricewaterhouseCoopers LLP,
1Embankment Place, London WC2N 6RH, will become the auditors

of the Company.
7 June: Annual General Meeting at Freshfields Bruckhaus Registrar
Deringer LLP, Northcliffe House, 26-28 Tudor Street, Enquiries and notifications concerning dividends, share certificates,
London, EC4Y OBQ transfers and address changes should be sent to the registrar:
12 June: Dividend payment date/dividend reinvestment plan Equiniti Limited
(DRIP) purchase Equiniti Limited, Aspect House, Spencer Road, Lancing,
15 June: DRIP documents posted West Sussex BN99 6DA.
03332076538 (from outside the UK: +44 121415 0999). Lines are
2019 interim dividend open 8.30am to 5.30pm, Monday to Friday (excluding bank holidays

in England and Wales).

You can access and maintain your AA plc shareholding online through
our share portal www.shareview.co.uk

Online: www.shareview.co.uk
4 Oct: Ex-dividend date
25 Oct: Record date
19 Oct: Last day to elect for DRIP

Financial public relations
Finsbury, The Adelphi, 1-11 John Adam Street, London, WC2N 6HT

E-communications

Shareholders can choose to receive all Company communications
electronically. This environmentally friendly way of receiving information
has a number of advantages including speedier delivery of documents and
the ability to access reports and results on the internet wherever you are.
Toregister please visit the share portalat www.shareview.co.uk.

9 Nov: Dividend payment date/DRIP purchase
14 Nov: DRIP documents posted

Dividend reinvestment plan (DRIP)

The Company offers a DRIP to shareholders as a cost-efficient way of
increasing their shareholding in the Company. Should you wish to
participate in the DRIP please contact the registrar to request a mandate
formand an explanatory booklet. Your completed mandate form must be
received by the registrar no later than 21 May 2018 if you wish your final
dividend for the year to be reinvested to buy additional shares.
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Shareholderinformation
continued

Keep your personal details up to date
Please remember to tell our registrar, Equiniti, if you move or need to
update your bank or building society details.

Ifyou hold 2,500 shares or fewer, you can update details quickly and
easily over the telephone using the Equiniti contact details above.
If you hold more than 2,500 shares you will need to write to Equiniti.

Managing your shares online
You can go online to manage your shareholding by registering for
Shareview, the online portal, where you can:

1. receive the latest updates from the AA direct to your email

2. update your address and bank details online

3. voteinadvance of general meetings

To register for Shareview, please follow these three easy steps:

1. Gotowww.shareview.co.uk

2. Register for electronic communication by following the instructions
onscreen

3. Youwillthen be sent an activation code in the post the next
working day

Identity theft
|dentity theftis on the increase. Criminals may steal your personal
information, putting your AA plc shareholding at risk.

Tips for protecting your shares:

Yensure all your certificates are kept in a safe place or hold your shares
electronically in CREST viaanominee

Ykeepallcorrespondence from the registrar that shows your shareholder
investor code in a safe place, or destroy your correspondence by
shredding it

>if you change address, inform the registrar in writing or via our share
portalat www.shareview.co.uk

>know when dividends are paid and consider having your dividend paid
directly into your bank account. This will reduce the risk of the cheque
beingintercepted or lost in the post. If you change your bank account,
inform the registrar of the details of your new account. You can do this
by post or online using our share portal at www.shareview.co.uk
Respondto any letters the registrar sends you about this

Yif youreceive a letter from the registrar regarding a change of address
oradividend instruction but have not recently moved or requested a
change to how you receive your dividends please contact the registrar
using the opposite contact details immediately as you may have been a
victim of identity theft

Yif you are buying or selling shares only deal with registered brokers

Share fraud warning
Remember:ifit sounds too good to be true, it probably is.

You should be very wary of any unsolicited advice, offers to buy shares
atadiscount or offers of free company reports.

Inrecent years, many companies have become aware that their shareholders
have received unsolicited telephone calls or correspondence concerning
investment matters. These are typically from overseas based ‘brokers’
working in ‘boiler rooms’ who target UK shareholders, offering to sell
them what often turn out to be worthless or high risk shares in US or
UKinvestments. These brokers can be very persistent, extremely
persuasive and use sophisticated means to approach and convince
investors. The Financial Conduct Authority (FCA) has found that even
experienced investors have been caught out by share fraud. It was also
discovered that, on average, victims of boiler rooms lose an average of
£20,000 to these scams, with as much as £200 million being lostin the
UK each year.

If you receive any unsolicited investment advice, you should follow the
steps below:

>avoid getting into a conversation, note the name of the person and firm
contacting you and then end the call

>check that they are properly authorised by the FCA before getting
involved via its register: www.fca.org.uk/register or call 0800 1116768

Y>search the list of unauthorised firms to avoid: www.fca.org.uk/scams

>think about getting independent financial and professional advice before
you hand over any money. Details of any share dealing facilities that the
Company endorses will be included in Company mailings

Protecting yourinvestment

We strongly advise you to deal only with financial services firms that are
authorised by the FCA. Keep in mind that authorised firms are unlikely to
contact you out of the blue with an offer to buy or sell shares. If you deal

with an unauthorised firm, you would not be eligible to receive payment
under the Financial Services Compensation Scheme.

For more information, visit the FCA website: www.fca.org.uk/scams

Reportingascam

If you suspect you have been approached about an investment scam,
contact the FCA using the share fraud reporting form: www.fca.org.uk/
scams. You canalso callthe FCA Consumer Helpline on 0800 1116768.
Reporting unauthorised organisations who are targeting, or have targeted,
UKinvestors, means the FCA can maintain an up to date listand appropriate
action canbe considered.

If you have already paid money to share fraudsters you should contact
Action Fraud, the UK’s national reporting centre for fraud and internet
crime, on 03001232040 or online at www.actionfraud.police.uk.
The serviceis run by the City of London Police working alongside the
National Fraud Intelligence Bureau.

Shareholder queries and information

Financialinformation about the Company including the annual report,
regulatory announcements and corporate governance information is
available on our website: www.theaaplc.com

Alternatively, please contact us at investorrelations@theaa.com
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